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Commonwealth Institute of Accountants 
—Presidential Address 


Delivered by the General President, Mr. A. A. Fitzgerald, B.Com., 
F.1.C.A., at the Annual Meeting of the Institute, Melbourne, May 13, 
1941 


It is my privilege to move the adoption of the Annual Report of the 
General Council. 

It will be evident from the Report that the year has not been an easy 
one in the administration of the Institute. At the outset, we had to face 
the problem of deciding what should be the policy of the Institute during 
wartime. 

There was never any question that it was the duty of the Institute 
to do all that it could to help in the war effort. There were, however, 
different views—expressed by several members—as to the forms which 
that help should take. These different views were carefully considered 
by the Council, which fully appreciated the spirit in which they had been 
offered. 

Some of the proposals in effect meant that the Institute should cease 
all its normal activities and pass over its funds to the Government for 
the duration of the war. The Council decided against this course. It 
believed that more valuable help could be given to the nation by 
maintaining the Institute structure, and by using its resources, in asso- 
ciation with other Institutes, to organise accounting assistance to the 
Government. 

The need for making this decision came at the very time when the 
Institute had just begun to put into effect the plans which had been laid 
during the past four or five years for expansion of the activities of the 
Institute. Those plans, it will be remembered, had been designed to 
increase the value of the Institute to members, particularly in the Divi- 
sions with relatively small memberships. 

With very great regret, the Council had to decide to modify those 
plans, so as to enable it to concentrate upon work more directly associated 
with the war effort. The main instance of this modification has been 
the deferment of the plans which had been made for post-graduate study 
groups. 

At the same time, it was thought that the long-range plans for the 
development of the Institute’s work should not be entirely lost sight of, 
and that, so far as those plans were compatible with wartime policy or 
could contribute to the better organisation of accountants for war services, 
they should be continued. 
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The arrangements that were completed in the previous year for the 
strengthening of the Institute in Queensland, West Australia, South 
Australia and Tasmania have, therefore, been proceeded with. These 
arrangements have been expensive, but they have unquestionably 
increased the potentialities of service by the Institute to the Government 
and the community, as well as to its members. 

Once the initial decision had been reached, difficulties were naturally 
encountered in putting the new policy into effect, but as time has gone on 
the Council has become more and more convinced that the decision was 
wise, and that it has been justified by results. 

From the survey of the activities for the year which appears in the 
Annual Report, members will be able to form their own opinion on this 
question. 

Finance has also been a matter of concern to the Council. We have 
been faced with a shrinking income, as a result of remission of subscrip- 
tions in certain cases, and the falling off in revenue from examinations, 
and at the same time we have had to give assistance to the Divisions 
with small memberships, to enable them to put their organisations on a 
proper basis. The net result has been that Accumulated Funds have 
been drawn upon during the year to the extent of £1,100, of which 
£850 represents grants to Divisions for developmental work. 

Early in the year, the Institute budget was critically reviewed, and 
economies were made wherever it was thought that they could be made 
without impairing the character of the work which was believed to be 
essential. The Council is continuing to give careful thought to this 
matter. Since the close of the year, further economies have been decided 
upon. 

The new policy has thrown added burdens on the staff. Their 
difficulties have been increased by the very heavy task of assisting in 
the organisation of the services of accountants to Government depart- 
ments, and by interruptions caused by direct war services on the part 
of several members of the staff. 

I should like to pay tribute to the manner in which the Registrar and 
the staff of the Institute throughout Australia have risen to the occasion. 
They have entered wholeheartedly into the plans, and have given unstinted 
service willingly and cheerfully. 

The manner in which, and the extent to which, members have responded 
to the many calls which have been made on them compel respect and 
admiration. A short summary of the service given by members is set 
out in the Report. It would be invidious to refer particularly to services 
of any specific kind or by any individual member, but I believe that when 
the full story is told of the services which members of the Commonwealth 
Institute of Accountants have given to the nation in its need, that story 
will be one of which we shall all be proud. 

That service includes a large number of enlistments in the fighting 
forces, the willing acceptance by many members of full-time accounting 
and administrative jobs closely associated with the war effort, either in 
an honorary capacity or at salaries which represent substantial financial 
sacrifices, a tremendous volume of part-time work in an honorary 
capacity, carried out in many cases by men who are more than ordinarily 
busy in their own civil occupations, and substantial monetary contribu- 
tions to the Brain Surgery Unit Appeal. 

Service of all these kinds will continue to be needed, and the way in 
which members have responded to the appeals that have been made is an 
earnest of the fact that they are mindful of their obligations, and that 
they will continue to respond to the utmost of their ability. 
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The difficulties that have been met in the past year may be expected 
to become greater as the war goes on. There are indications already of 
the increasingly heavy demands that will be made on the accountancy 
profession. ‘Lhe problems of organising the accountancy profession for 
service and of conserving the resources of the profession is, of course, 
part of the wider national problem of transition from peace to war 
economy, but it is by no means a negligible part. Already it is becoming 
clear that there is a shortage of skilled accountants to do work that is 
crying out to be done. The volume and range of the work is increasing 
rapidly, and it will continue to increase. 

We shall soon reach the stage—if we have not already reached it— 
when it will be a matter of urgency so to organise the profession that 
the services of those accountants who are available will be fully utilised. 
It will be essential also that every effort shall be made to maintain and 
increase the supply of skilled accountants, by an intensification of educa- 
tion and training. 

The growing need for accountants is noticeable in many diverse fields. 
There is, for example, the field of constructive accountancy. The estab- 
lishment of new industries, public and private, and the extension of 
existing industries will make a heavy call on the services of accountants 
in planning accounting and cost accounting systems, and in solving many 
financial and administrative problems. 

It is now generally recognised that business on a large scale simply 
cannot be carried on without skilled accounting assistance. Moreover, 
the greater the skill of the accountants employed, the more efficient the 
production operations can be made. 

There will be increasing demands on accountants for assistance to 
the Government, not only in constructive accounting but in administration 
and in criticism and advice on financial and taxation proposals. The 
training and mental equipment of the accountant is such as to fit him 
peculiarly for much of the administrative work that must now be carried 
on by various Government departments. 

This fact has been recognised by the departments, and in recent weeks 
many calls have come from the office of the Public Service Commissioner 
for assistance in filling the posts which are becoming vacant, or which 
are being set up. 

In present conditions, an obviously greater emphasis is being placed 
upon efficient service in the preparation and checking of taxation returns, 
both in the interests of the revenue and in the interests of clients. The 
practising accountant in particular stands in the position of being an 
indispensable link between the taxpayer and the tax collector. 

The conditions in which accounting and office work generally are being 
carried on at the present time, with many unavoidable interruptions 
because of war service, make it more than ever necessary that skilled 
auditing service shall be available, both in the audit of private under- 
takings and in the audit of enlarging Government and semi-government 
undertakings. 

Price and cost control have introduced new accounting problems which, 
in some form or other, will probably have to be faced continually, even 
after the war is ended. 

Finally, there is an increasing tendency to use the services of accoun- 
tants in the control and administration of charitable and social services. 

In all these respects, we are probably on the eve of an expansion of 
the scope of accounting work, and an improvement in the status of 
accountants, which, at the moment, we can only dimly realise. 
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The organisation of the Central Register of Accountants has been a 

remarkably successful undertaking. It is an outstanding illustration of 
the work that could be done by a united accountancy profession. The 
success of this work emphasises the regret which I am sure we all feel 
that it is not possible for the profession to speak with one voice on all 
questions affecting accountants and accountancy. 

There is an imminent shortage of accountants. That shortage will 
become acute in the very near future, and will continue throughout the 
war, because it is part of the general problem of man power. And this 
will be no temporary condition. The lessons learnt during the war as 
to the value of accounting services will not be forgotten in times of peace, 
and I confidently believe that the demand for accountants will go on 
increasing steadily in peacetime as in wartime. One of the most serious 
of the immediate problems which the profession has to face, therefore, 
is the maintenance of the supply of skilled accounting services, and, if 
possible, the increase of that supply. 

We ought to be planning now to solve this problem. The solution 
will not be easy. And the problem will not be solved over-night or by 
any simple formula. In the long run, it will necessitate a carefully 
designed educational prograiime for accountants, and a thorough public 
campaign to demonstrate the attractions of accountancy as a career. 

We ought now to be setting out to prove to our schools, universities 
and other educational institutions that the study of accountancy is worthy 
of the best brains in the community. There is so much to be learned, we 
know so little about accountancy in the highest sense, that we have so 
far not done much more than scratch the surface of this field of knowledge. 

All this will take time to produce results. In the meantime, what is 
to be done to alleviate the threatened shortage? 

We can make better use of the services which are available in two 
ways. Firstly, by the scientific selection of men and women for the jobs 
that are to be filled. The Central Register is an important step in this 
direction. It contains a record of the specialised abilities and experience 
of those who have registered. As time goes on that record will be most 
valuable in the selection of square pegs to fit square holes. It can be 
made even more valuable than it is at present if it is enlarged and if 
more use is made of it in filling posts. The first step is, of course, to 
have in the Register as complete a record as possible. The more com- 
plete it is the more likely that it will be used. 

If, therefore, there are members who want to serve the nation in an 
honorary capacity,,either full-time or part-time, or who are available 
for remunerated service and who have not yet registered, they shoulc 
do so. 

The Government is using the Register more and more as ihe need 
for skilled assistance becomes more urgent. The better and more 
complete the information it contains, the more quickly we shall reach 
the stage when the fullest possible use will be made of it. 

Secondly, the present position can be alleviated by better plaaning of 
accounting systems so as to release from routine bookkeeping those 
who are fitted to carry out accounting work. It is bad economy in any 
circumstances to have skilled accountants doing work that could better 
be done by bookkeeping machines. In the present circumstances, it is 
wasteful of that most precious commodity—human ability. 

In this respect, the Institute faces a real dilemma. We had planned 
to encourage and stimulate higher accounting studies through post- 
graduate groups. We have had to postpone the putting into effect of 
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those plans because of the war. And yet the war itself has made the 
higher education of accountants more than ever desirable. But 
fortunately, our libraries are well equipped for this purpose. Let us make 
the fullest possible use of them for improving the quality of the systems 
which we instal or supervise. 

Closely associated with this need for more intensive study of accounting 
practice is the need for research in accountancy. Frankly, I don’t know 
how we are going to do the research that should be done in present 
circumstances, for several reasons. In the first place, there is a prevalent 
but unfortunate belief that research in accountancy is a mere academic 
pastime. And those few who are convinced that, on the contrary, it is a 
practical necessity of the utmost importance to the profession and to 
the community, are too busy to do it. 

Let me give two simple illustrations of the practical necessity for 
research in accountancy. 

The first—not necessarily the most important—is research into the 
question of the basis of stock valuation for profit and loss and balance- 
sheet purposes. It is of the utmost importance that stock shall be valued 
on a proper basis for many reasons—including cost determination, price 
control and tax liability, to mention only three of the more obvious 
reasons. 

There is a smug complacency as to the efficacy of the “cost or market” 
rule which is quite unjustified by the facts. It has been said that if you 
teach a parrot to say “supply and demand” you have an economist. 
Economists might, with equal truth say “teach a parrot to say ‘cost or 
market’ and you have an accountant.” This so-called “golden rule” 
does nothing to solve the many and increasing problems of valuation in 
abnormal times and circumstances—such as those we are experiencing 
to-day—and it entirely disregards the difficulties (and in some cases the 
sheer impossibility) of ascertaining “cost” or defining “market.” 

The Research Committee of The American Institute of Accountants 
(how I wish we could have such a Committee of our Institute!) has been 
considering this problem for some time. Recently (in the April, 1941, 
issue of the “Journal of Accountancy”) it published a tentative report, 
setting out the results of a lengthy questionnaire addressed to the sixteen 
members of the Committee. The answers to the first question are 
significant. The question was— 


“Do you consider, in general, that present practices in inventory 
valuation are satisfactory in result if not in theory?” 


The answers were—Yes, 9. No, 7. 


Who will say that a practice which is considered to be unsatisfactory 
by 7 out of 16 leading accountants is one as to which research is not 
urgently needed? 

My other illustration of the urgent need for research in accountancy 
is the question of the treatment of depreciation in the public accounts. 
I need not labour the point. No accountant who knows how depreciation 
has been mishandled in the public accounts in Australia can be satisfied 
with present practices. But before those practices can be improved, much 
research will have to be done by someone. And if not by accountants, 
by whom? 

So much for the more obvious ways in which better use could be made 
of existing facilities. 

The other aspect of the question is the ways in which more accountants 
can be trained. 

There is a strong case now for the speeding up of the period of 
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education of accountants. The Institute is anxious to co-operate with 
teachers in this to the fullest extent. But of course it cannot, and should 
not, lower the standard of examinations. To do so would be to fly in 
the face of the fact that the most urgent need is for well-educated and 
well-trained accountants—to the end that selection of men and women 
for accounting work shall be truly scientific. One way in which the 
Institute is trying to help students to get through their examinations as 
quickly as possible is by holding full half-yearly examinations. 

The difficulties of students at the present time are unusually great. 
Naturally, the minds of many are unsettled by world conditions, many 
are working all day and several nights a week at high pressure in their 
civil occupations, and studies are interrupted by periods of militia training. 
All these conditions are unavoidable, but they make the lot of the student 
very hard. The Council and the examiners are not unmindful of the 
stress and strain which students have to suffer. Naturally, these 
conditions have been reflected in a substantial decrease in the number 
of candidates submitting themselves for our examinations—a particularly 
unfortunate state of affairs at a time when the need for new recruits to 
the profession is so great. 

I have a full appreciation of the need for maintaining and strengthening 
the fighting services, and I would not for one moment suggest that the 
need for accounting service should be given greater weight in decisions 
on the general man-power problems. But I do appeal to students, in spite 
of the special difficulties they are encountering, to pursue their studies 
with a view to completing their courses in the shortest possible time. 
Members of the Institute will be doing a service to the profession, and 
through the profession to the nation, by using their influence with young 
students to encourage them to do this. 

We ought also to be doing all that we can to attract students to the 
profession from the schools. |The Council will doubtless take this 
question into consideration at an early date. Members may be able to 
help in this way also. 

I have always believed that the future for accountancy in Australia 
is very bright, and that accountancy as a career offers attractive possibili- 
ties. The developments of the past year or two have served to strengthen 
that belief, and to-day I do not think there is any career which offers 
greater possibilities. To put it on the lowest level, there will be ample 
work for years to come for all the accountants that can possibly be 
trained, and the tendency must be for higher material rewards for their 
services. But accountancy, of the kind that will most be needed in the 
near future, has other and more important attractions in the interest of 
the work, and in that greatest of all rewards, the satisfaction that is had 
from knowing that one’s work is useful and that one is pulling one’s full 
weight in the community. 

In spite of all that can be done in these ways, it seems certain that we 
shall find it extremely hard to get enough accountants to do all the 
essential accounting work during the war. Here is an opportunity for 
“war work” for women, of a kind which, though not spectacular, could 
be most effective. In recent years, there has been a very striking increase 
in the number of women who have taken up the study of accountancy. 
And very good students they are, too. But we need more of them, many 
more, to help to make up the shortage that is coming. 

I have tried to indicate briefly the kinds of problems with which the 
Institute is faced at the present time, and to suggest certain ways in 
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which, as individual members, we may help the Council to find solutions 
to those problems. 

To recapitulate: As I see it, the main lines of policy of the Institute 
in the immediate future should be to continue, and if possible intensify, its 
efforts to organise accountants for national service, to encourage in every 
way possible the study of accountancy both by new students and by 
members, and to promote and stimulate research into accounting prin- 
ciples and practice. All to the end that as accountants we shall be better 
equipped to serve the nation in the prosecution of the war, and in the 
post-war reconstruction. 

As members, we can all help in various ways. Those of us who can 
undertake national service, by registering with the Central Register, 
and all of us by improving and enlarging our accountancy knowledge, by 
encouraging students to persevere with their studies, and by taking a 
greater interest in the problems of public finance and wartime economies. 

As accountants, we ought to be able to exercise a potent influence on 
the general community in the removal of serious misunderstandings of 
the nature of the adjustments required in the transition from a peace 
economy to a war economy. There are serious misunderstandings of this 
kind, and unless they are removed they must hinder the war effort. It 
is not sufficiently well realised, for instance, that, if we are to produce, 
or otherwise acquire, all that we need for war purposes, we must do 
without many things that in peacetime we regarded as necessities. 

There appears to be a widespread belief that expansion of production 
is limited only by the volume of money available as a mechanism for the 
exchange of the goods produced. 

That belief appears to be, to a great extent, the natural survival of 
lessons learned during the depression that a too rigid insistence upon 
what used to be regarded as orthodox methods in monetary control may 
produce a vicious spiral of depressive tendencies. It is true that much 
was learned during the depression of the possibilities of monetary 
management in reversing the down-swing of a business cycle. But the 
conditions to-day are diametrically opposite to those of the early thirties. 
Then the spender—either on consumption goods or on producers’ goods 
—was looked upon as a public benefactor. And so he was, for what was 
most needed then was an acceleration of the rate of spending which would 
give employment to unused resources—of men, materials and plants. 

To-day we are rapidly reaching—if we have not already reached it— 
the stage when all available resources of men, materials and plants are 
fully used. In such conditions, expansion of production of certain kinds 
is possible only at the expense of production of other kinds. If, therefore, 
we are to produce what we must have for war purposes, some of our 
non-essential civil production must be sacrificed. There can be no escape 
from that, and no amount of theorising about “costless credit” will help 
us in the least. To the Germans, “Guns or butter” was no mere catch- 
word, but a grim alternative. By choosing guns, they have been able to 
build up their formidable war equipment. Fortunately, we shall not 
have to give up butter in this country in order to equip our forces, but 
we shall have to give up other things that we have come to look upon as 
our unalienable right. 

And so to-day, the public benefactor is not the spender, but the saver, 
in the sense of the man who refrains from consuming what he can do 
without, in order that there shall be no competition between war needs 
and civil needs for the use of the resources of the nation. 

There are many evidences to-day of failure to appreciate the full 
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bearing of our war needs on the national economy. In present circum- 
stances, any unnecessary expansion of expenditure on non-essentials is 
wasteful and damaging to the war effort—whether that expansion takes 
the form of increased consumption, of increased production or of 
increased means of production of non-essentials. In spite of that, several 
influences are at work to stimulate consumption and the growth of 
industries catering for civil needs. High wages (counterbalanced to 
some extent by high taxation) have increased consumer purchasing 
power ; fear of possible inflation has led many people to seek protection 
through investment in durable goods or “equities,” and high taxation 
has, in many cases, encouraged a certain carelessness in the scrutiny of 
proposals for expenditure which might better have been deferred till 
after the war. 

As accountants, who ought to be able to see these matters in a clearer 
light than most people, we have a duty to use our best endeavours to 
correct twisted thinking on these and other questions of national economy. 

We are all busy men and women in these days. I have ventured to 
suggest that, in some respects, we could do more than we are doing. The 
national peril makes it imperative that we should. 

Fellow members, I have the honour formally to move the adoption of 
the Annual Report of the General Council. 
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Taxation Section 
Epitep By J. A. L. GUNN, F.LC.A. 


War-Time (Company) Tax 


Example illustrating Ascertainment of Capital Employed, with 
explanatory notes 


The following is a statement of the capital employed by a company 
in accounting period ended 30th June, 1940, illustrating some of 
the provisions of s. 24 of the War-time (Company) Tax Assessment 
Act :— 

(1) Capital paid up on July 1, 1939 .. £200,000 
(2) Capital paid up during year ended June 
30, 1940— 


31/1/1940— 
Call— £24,000 for 5 months .. £10,000 
28/2/1940— 
Call—_ £24,000 for 4 months .. 8,000 
—_—_—_— 18,000 
(3) Reserve created out of premiums re- 
ceived on issue of shares— 
28/2/1940— £24,000 for 4 months 8,000 
(4) General Reserve at July 1, 1939 .. 143,285 
(5) Profit & Loss Appropriation Account 
at July 1, 1939 .. .. . 879 
(6) Insurance rr ees eee 4,290 
(7) Provision for taxation— 
. fe ae i“ £43,000 
Deduct payments made thereout— 
1/4/1940— 
£22,000—3 months .. £5,500 
1/6/1940— 
£18,000—1 month .. 1,500 
———— 7,000 


(8) Provision for doubtful debts— 36,000 
Balance at July 1, 1939 .. .. .. 9,800 

(9) Dividend Account— 
Balance at July 1, 1939 .. .. .. .. £30,000 

Deduct— 
Dividend paid 31/8/1939— 

£30,000 for 10 months .. .. 25,000 
——_—__—_—_— 5,000 


£425,254 


Adjustment of Assets in Accordance with s. 24 (2) 
Book Value Prescribed 
July, 1939 value 


(10) Plant .. .. . rT £24,000 £26,000 
(11) Leasehold premium ee 20,000 18,000 
(12) Freehold property .. .. 90,000 100,000 





£134,000 £144,000 add 10,000 








Capital employed in aaa nn 
ended June 30, 1940... .. . £435,254 
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As the sum of £200,000 was paid up prior to July 1, 1939, the 
whole of that sum is included under s. 24 (1) (a) in ascertaining 
the capital employed in accounting period ended June 30, 1940, 
Section 24 (1) (a) provides for the inclusion in the capital 
employed of “the capital paid up in money or by other valuable 
consideration, averaged over the accounting period.” With 
regard to capital paid up during accounting period ended June 
30, 1940, it will be seen that the averaging in the above example 
has been made in even months. This method, although strictly 
not arithmetically correct, has the virtue of simplicity and is 
in accordance with central office practice as revealed by assess- 
ments received to date. 

Section 24 (1) (c) provides that the following amount shall 
be added in ascertaining the capital employed—‘“any reserve, 
averaged over the accounting period, which has been created 
out of premiums received on the issue of shares.” The £24,000 
received on February 28, 1940, has been averaged in months, 
see (2). 

Section 24 (1) (b) provides for the inclusion of “accumulated 
profits” in the capital employed. It is submitted that the term 
includes both capital and income profits, so that the composition 
of the General Reserve at July 1, 1939, is immaterial. The 
following is an extract from the joint judgment of Isaacs and 
Rich, JJ., in Hooper & Harrison Ltd. (in lig.) v. F.C. of T. 
(1923), 33 C.L.R. 458: “And, in our view, the true import 
of the term ‘accumulated profits’ is that they are profits which 
the company has appropriated to some reserve account whether 
that account be of a capital nature or not. ‘Accumulation’ in 
that connection does not mean the mere existence of profits, 
even over a lengthened period, however they are employed; 
but connotes the affirmative gathering of these profits, or such 
as may be selected, into a measured or measurable heap, and 
allocated to a named reserve fund, whatever its nature be.” 
Section 24 (1) (b) also provides for the inclusion in the capital 
employed in any accounting period of “amounts standing to 
the credit of the Profit and Loss Account at the commencement 
of the accounting period but not including any profit of the 
accounting period.” 

It is considered that any accumulated profit, however designated, 
must be brought to account in ascertaining the capital employed 
and that is so if the profit is earmarked to meet some possible 
or probable or even certain future loss or outgoing. Thus 
where a company creates its own insurance fund out of profits, 
the amount to the credit of that reserve account at the com- 
mencement of the accounting period (less any debits to the 
reserve account during the accounting period averaged over 
that period) must be brought to account in ascertaining the 
capital employed. 

For the reasons stated in (6) it is submitted that amounts 
standing to the credit of a provision for taxation account are 
“accumulated profits” within the meaning of s. 24 (1) (b) and 
that, therefore, the amount to the credit of that account, averaged 
over the accounting period, forms part of the capital employed 
in that period. In the above example, for the sake of con- 
venience, the amount to be included in the capital employed 
has been ascertained by deducting the payments made during 
the accounting period averaged over that period. Strictly, the 
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calculations should be made in the following manner (using 
even months for averaging purposes) :— 


Credit Balance July 1, 1939 .. .. .. £43,000 
9 months to April 1, 1940 .. .. .. £32,250 
Deduct payment April 1, 1940 .. .. 22,000 

£21,000 
2 months to June 1, 1940 .. .. .. .. 3,500 
Deduct payment June 1, 1940 .. .. 18,000 

£3,000 
1 month to June 30, 1940 .. .. .. .. 250 


Amount to be included in capital em- 
ployed vide example .. .. .. .. £36,000 


(8) In the above example, all sums in respect of bad debts actually 
incurred during year ended June 30, 1940, were debited to 
Profit and Loss Account, with the result that the whole of 
the sum of £9,800 standing to the credit of the provision account 
forms part of the capital employed of year ended June 30, 1940. 

(9) The sum of £30,000 was transferred to a “Dividend Account” 
on June 30, 1939, and the dividend of £30,000 was paid thereout 
on August 31, 1940. Thus, the company is entitled to have 
the £30,000 included in its capital employed of accounting 
period ended June 30, 1940, for a period of 2 months = £5,000. 

(10) The prescribed value of the plant, £26,000, is, in accordance 
with s. 24 (2) (b), the depreciated value of the plant (as 
determined for Commonwealth income tax purposes) as at 
July 1, 1939, t.e., the commencement of the accounting period. 
The difference between that sum and the book value, viz., 
£2,000, must, in accordance with s. 24 (1) (d), be added 
to the capital employed. 

(11) The prescribed value of the leasehold premium, £18,000, is, 
in accordance with s. 24 (2) (c), the unamortised amount of 
the premium (i.e., amount of premium less sinking fund allow- 
ances in income tax assessments up to and including the assess- 
ment in respect of year of income ended June 30, 1939), at 
July 1, 1939, i.e., the commencement of the accounting period. 
The difference between that sum and the book value, £2,000, 
must, in accordance with s. 24 (1) (i), be deducted from the 
capital employed. 

(12) The prescribed value of the freehold property, which was pur- 
chased by the company, is its cost, s. 24 (2) (d), i.e., the pur- 
chase price of the property and the cost of any subsequent 
improvements thereto. 





INTERSTATE PROFITS 


Derived by a Trader 


In the November 1940 issue of the journal the decision of the 
Supreme Court of New South Wales in O. Gilpin Ltd. v. C. of T. 
(N.S.W.) (1940), 2 A.I.T.R. 105, was cited at pp. 151-2: — 

The appellant company was incorporated in Victoria and registered 
as a foreign company in New South Wales. It had its central 
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management and control in Victoria, and its shareholders were mainly 
Victorian. From its office in Melbourne, it organised, supplied, 
managed and controlled in considerable detail its retail shops in 
several States, 29 shops being situated in New South Wales. The 
company contended that the goods sold in the New South Wales 
shops were sold in the course of the one indivisible business and 
that that business was carried on in Victoria, and it claimed that 
by virtue of s. 39 of the Income Tax (Management) Act 1936 
(N.S.W.) one-half only of the profit arising from such sales was 
taxable as income derived in New South Wales. 

The Supreme Court held that the whole of the profit from the 
sale of goods in the New South Wales shops (and not one-half only 
under s. 39) was taxable as income derived in New South Wales 
because the goods were not sold “in the course of a business carried 
on out of” New South Wales within the meaning of s. 39. 

The company appealed to the Full High Court which upheld the 
Supreme Court’s decision (1940), 2 A.I.T.R. 143. 

The following is an extract from the decision of Dixon, J.:— 

“The section applies when a taxpayer’s business is fixed and 
established outside New South Wales, but by correspondence, by 
agents, by commercial travellers or by other descriptions of repre- 
sentatives, sales are made within New South Wales. It is not 
possible exhaustively to state the application of the provision but 
these are typical examples. The section does not apply to a retail 
selling business conducted in shops or stores in the States simply 
because they are organised, controlled, and supplied with goods from 
outside the State, however systemised and disciplined the undertaking 
may be. In the towns in New South Wales the shops stand containing 
a stock of goods. At every shop the company carries on the business 
of a retail draper by selling the stock it contains to the customers 
who use the shop. Outwardly and ostensibly a shopkeeper’s business 
is conducted in New South Wales. The arrangements for the 
supply of the goods, the locality of the source, the interconnexion 
of the shops, and the administration of them all as part of a whole 
upon a common plan do not make the ostensible business any the 
less actual. The goods are sold in the course of a business, perhaps 
of twenty-nine businesses, carried on in New South Wales.” 





A CoMPANY 1s A DISTINCT AND SEPARATE LEGAL ENTITY 


A stockbroker named Kohn agreed to buy the assets of a company 
with a view to the promotion of a new public company. Subsequently 
it was thought desirable that the stockbroker should not himself 
undertake the promotion of the new company and the appellant 
company, O.K. Trust Ltd., was therefore formed for that purpose, 
the stockbroker being the beneficial owner of all the shares. Although 
O.K. Trust Ltd. undertook to pay the amount required to consummate 
the transaction, that amount was in fact paid by the stockbroker. 
O.K. Trust Ltd. contended that it was not liable to be assessed 
on the profits of the promotion since it acted merely as the agent 
of the stockbroker. Held that O.K. Trust Ltd. was a properly 
constituted company which was trading and that it was assessable 
on the profits of its trading. O.K. Trust Ltd. v. Rees (1940), 23 Tax 
Cas. 217: “The company was a one-man company. There was only 
one person—Mr. Kohn—beneficially interested in the company. In 
that sense, it may be called the alter ego of Mr. Kohn. But for some 
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good reason Mr. Kohn did not want to appear as the promoter 
of the new company. If he had employed some individual to lend 
his name for the purpose of the promotion, no doubt Mr. Kohn 
would have been the promoter and would have been in the very 
position that he desired to avoid. It was only by the creation of 
this independent legal entity, O.K. Trust Ltd., that he was able 
to substitute somebody else as a promoter. It is not the first time 
this has been done; that a person who is finding the finance, who 
is going to get the profit, forms a company for the purpose of 
carrying through the promotion of a new company. It is nothing 
to the purpose that all the finance was provided by Mr. Kohn. It 
is nothing to the purpose that Mr. Kohn recorded the transactions 
in his own books,” per Macnaghten, J., at p. 223. 





BEWARE OF LETTING Your HoME 


I feel that a timely warning should be given to taxpayers who, 
in search of ways and means to lighten the taxation burden, might 
fall into a trap which would still further aggravate their financial 
dilemma. The following is the case which prompted me to issue 
this warning :— 

A taxpayer, in receipt of a personal exertion income of £2,000, 
recently received his 1940 Commonwealth Income Tax Assessment 
notice. He had recently acquired a home, in respect of which he 
owed £2,500. In order to improve his cash position, he was 
prepared to let his home and resume his former living in a flat. 
His reasoning appeared to be beyond reproach. He was prepared 
to pay for a flat half the rent he anticipated receiving by letting 
his home. The interest on the mortgage of £2,500, insurance on 
the house, running repairs, etc., would all be converted into allowable 
deductions for income tax purposes. The taxpayer was offered 
£12/12/- per week rent for the house. Before accepting the offer, 
the taxpayer caused an examination of his position to be made. 


Position if home not let 


The taxpayer is a resident of New South Wales with a dependent 
wife and 1 child, and pays life insurance premiums £50. 
Salary for year ending June 30, 1941 .. .. .. .. .. .. £2,000 


Income Taxes payable thereon after allowing Concessional 
deductions, etc. 





Tc. oc 26 6h: oe 46 Ses 04 £92 
Unemployment Relief and Social Services 

Oral ine’ nb Gg ed 5a! OF 43 oe Os 85 
ee eee ar ee 450 

Total Income Taxes payable .. .. .. .. .. .. 627 

my 

He also paid— oars 
Interest on mortgage on home .. .. .. ... £125 
a a Sa re toe ee 11 
TAPAS ae be ee ex ah em Sere’ 17 
BRE ae ey ee ae ee 20 

———— 173 


Amount left for living expenses, etc. .. .. £1,200 
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Position if home let 


i oon hs “aa” an be ee cas £2,000 
Rent from house— 
oe weeks @ @02/i2/- .. .. .. .. .. .. @@s 
Deduct expenses as above .. .. .. .. . 173 
Net Income from property .. .. . ae 482 
A ad os bin ee ee he ae a £2,482 
Less Income Taxes payable thereon— 
State Income Tax and Super Tax .. .. .. £173 
Unemployment Relief and Social Services Taxes 108 
A EE ns ne hat te ee ce as 717 
Total Income Taxes payable .. .. .. .. .. .. 998 
£1,484 
Taxpayer being deprived from the use of his 
home, paid rent of flat (52 weeks at £6/6/-) 328 
Amount left for living expenses, etc. .. .. £1,156 


By letting his home for £12/12/- per week and renting a flat at 
£6/6/- per week, the taxpayer would incur a financial loss of 
£44, as follows :— 





Increase in Income (rent of home) .. .. .. £655 
Deduct— 
ee £328 
Increase in Income Taxes .... .. .. 371 
699 
DE es ac wk ae le a Acie £44 


In making the above calculations it was assumed that the rates 
for year of tax 1941-1942 would be the same as those for year 
of tax 1940-1941. Further, the State income taxes deducted in 
calculating the Federal taxable income were those paid on a salary 
income of £2,000. 

In the next income year the State taxes paid on the higher income 
would be deducted and the following would be the position— 


pO ee a ee eee £2,482 
Less Income Taxes payable thereon— 
State Income Tax and Super Tax .. .. £173 
Unemployment Relief and Social Services 
i de bdr Os Ba’ Béed Sn ke: oe RM 108 
a ee eee 666 
—_—— 947 
£1,535 
ES ee ee ee ee ee 328 
Amount left for living expenses, etc. .. .. £1,207 


Thus for two years the taxpayer will have substantially lowered 
his standard of living at a net financial loss of £37. 
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New SoutH WaLes UNEMPLOYMENT RELIEF AND SOCIAL SERVICES 
TAXES 


(Wages Tax) 


The following are the principal amendments to the New South 
Wales Unemployment Relief and Social Services Taxes and Manage- 
ment Acts (Wages Tax) to take effect as from April 1, 1941, in 
respect of income from employment :— 


(1) Reduction in Wages Tax rates: The reduced rates existing 
for the period January 1, 1941, to March 31, 1941, have been 
further reduced as from April 1, 1941, as follows :— 


Income from employment earned in any week— 


Existing rates 


(1/1/41-31/3/41) 


Amounts to or But does not reduced as from 
exceeds exceed 1/4/41 by: 
£3 0 13 £6 13 11 6d. 
614 0 7 11 11 7d. 
712 O 8 911 8d. 
810 0 9 711 9d. 
9 8 0 10 511 10d. 
10 6 O a: 338 lld 
ll 4 0 11 13 11 1/- 
11 14 O 12 11 11 1/l 
12 12 0 13 9 1l 1/2 
13 10 O 14 7 11 1/3 
14 8 0 15 511 1/4 
15 6 0 15 15 11 1/5 
15 16 0 16 13 11 1/6 
16 14 0O 17 11 11 1/7 
17 12 O 18 9 ll 1/8 
18 10 O 19 7 ll 1/9 
19 8 O 19 17 ll 1/10 
19 18 0 19 19 11 1/11 


Where the income from employment earned in any week amounts 
to £20 or more, the existing rates are further reduced by 10%; 
that is, the rate in force as from April 1, 1941, is 4/Sths of the 
sum ascertained by adding to 17/10d. one penny for each 1/8 
of income from employment in excess of £20. 


(2) Exemptions: As from April 1, 1941, the following new exemptions 
have come into force :— 

(i) Military pay of members of the Home Service Forces who 
have no dependants where the income from all sources 
does not exceed £200 for the year of income. 

(ii) Allowances paid to married members of the Home Service 
Forces in respect of wives and children. 

(iii) The exemption for employees with one or more dependants 
shall be equal to and fluctuate with the Sydney basic wage 
standard. In future, the exemption from Wages Tax in 
respect of employees with one or more dependants will 
follow the rise or fall in the basic wage. 
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(3) Seamen trading between New South Wales and New Zealand: 
In future, resident seamen trading between New South Wales 
and New Zealand will be liable to New South Wales Wages 
Tax irrespective where the articles were entered into. 

(4) Extension of dependant rebate: The dependant rebate of 6d. 

per week now applies to:— 


(i) the spouse of the tax- ) 












































(ii) ey iid under the ave | claim for rebate on Form W.T. 
of 16 years; , 16 as previously. 


(iii) an invalid child or 
brother or sister of the 
taxpayer irrespective must be wholly dependent on 
of age; that is, 16 > the taxpayer, application for 
years or over; rebate to be made to Commis- 

(iv) a parent of the tax- sioner (see below). 
payer. 

It is to be observed that in the case of (iii) and (iv), the employee 
claiming the rebate must wholly maintain the invalid child or 
brother or sister or parent. Where two persons share in the 
maintenance of a dependant, say two brothers wholly maintain 
their mother, neither is entitled to the dependant rebate. More- 
over, the dependant can have no income whatever. There is, 
for instance, no claim where the “dependant” is in receipt of 
the Invalid or Old Age Pension. 
An employee who claims the dependant rebate in respect of a 
dependant other than his spouse or a child under 16 years, must 
apply to the Commissioner of Taxation for a certificate. The 
Commissioner may require such employee to furnish such informa- 
tion (by statutory declaration or otherwise) as he considers 
necessary to satisfy him that the person in respect of whom the 
rebate is claimed is a dependant. Heavy penalties are provided 
where an employee furnishes false information in respect of his 
claim for the dependant rebate applicable to a dependant other 
than his wife or a child. 
The “dependant” certificate must be presented to the employer, 
who must note its number in his wages records. The employer 
must not allow this special dependant rebate until the appropriate 
certificate is presented to him. The certificates now being issued 
will entitle the employee to receive the dependant rebate of 6d. 
per week until October 31, 1941 (6 months). The certificates, 
where applicable, are to be renewed for periods of 6 months. 








ANNuITY PAYMENTS 


In consideration of the respondent’s brother paying to a life 
assurance society a single premium of $65,243.22, the society undertook 
to pay him a life annuity of $6,510, with a guarantee that, if at his 
death the annual sums paid did not equal the capital invested, the 
society would continue payments of the annuity to the respondent 
until the amount of the capital invested had been repaid. Thus, the 
aggregate amount payable by the society might exceed the capital 
invested if the respondent’s brother lived long enough, but could not 
in any event be less than the capital invested. The brother died after 
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$26,040 had been paid, and the society continued to pay the respondent 
annual sums of $6,510. On these the respondent was charged with 
income tax:—Held by the English Court of Appeal the contract 
was one to pay an annual sum for an ascertainable period of years 
or for the life of the respondent’s brother, whichever might prove 
the longer, and the payments received by the respondent were income, 
and were properly charged to income tax. Sothern-Smith v. Clancy 
(1941), 1 All E.R. 111. 

“The sum paid by Sothern has gone once and for all. The reference 
to it in the contract is not inserted for the purpose of putting a 
term to a liability which is throughout the same—namely, a liability 
to pay an annual sum. During Sothern’s life, the sums paid to him 
were payments of a life annuity. In the events which have happened, 
further annual payments fell to be made for a definite period, and 
the fact that this period was ascertained by reference to the capital 
sum paid by Sothern and the amounts received by him during his 
life, cannot, in my opinion, make these further payments anything 
different from the ordinary payments of an annuity for a fixed term. 
Sothern purchased an income, and the capital amount which he 
paid came into the matter only for the purpose of defining the period 
during which that income was to be paid. I do not find anything 
in Perrin’s case [1929], 14 Tax Cas. 608, which persuades or compels 
me to come to a different conclusion. Lawrence, J., from whom I 
am respectfully differing, thought that the capital sum paid by 
Sothern never ceased to exist, and that the contract in express terms 
guaranteed that the capital invested should be refunded or returned. 
I do not take this view. It seems to me that the capital sum did 
cease to exist once it was paid, and that the so-called guarantee was 
an undertaking not to refund a capital sum or any part of a capital 
sum, but to continue annual payments for an ascertainable period. 
The view taken by Lawrence, J., would appear to lead to the result 
that every annuity payable for a period of years would escape 
taxation if it were pointed out upon the face of the contract that, 
at the conclusion of the annual payments, the annuitant would have 
received sums amounting in the aggregate to the sum or sums which 
he had paid for the annuity, together with an allowance for interest.” 
Per Sir Wilfred Greene, M.R., at p. 118. 





CAPITAL OR INCOME 


Sum payable by contractor to secure customer 
Sums received from sub-contractors 


Two steel companies (the appellant company and another) entered 
into an agreement with a railway company under which the railway 
company, in consideration of £180,000 to be paid to it by the steel 
companies in equal monthly instalments over 10 years, agreed for 
that period to close down its steel works and to buy specified steel 
products from the Steel Companies. 

As contemplated by the above agreement, the steel companies 
arranged for a proportion of the railway company’s requirements 
to be supplied by outside manufacturers, who undertook to pay specified 
sums per ton of steel supplied by them. The sums so received by 
the steel companies were divided between them in the proportion in 
which they were liable to pay the £180,000. 

Held, by the English Court of Appeal, (United Steel Companies 
Ltd. v. Cullington [1939], 23 Tax Cas. 72) :— 

R 
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(1) That the parts of the instalments of the sum of £180,000 


apportioned to the appellant company were payments of capital 
and were not admissible deductions for income tax purposes 
“I agree . . . that each instalment of the £180,000 was a 
capital payment for two broad reasons. The first is, that the 
extinction of the railway company’s own manufacturing works 
was in itself a capital advantage to the steel companies, both 
because it increased the total demand in the market generally 
by the whole amount of the railway company’s requirements, 
which were very large, and because it enabled them by the 
agreement to acquire the right to the whole custom of the 
railway company for the ten years. If the payment had been 
made in one single sum of £180,000, it would, in my view, 
have been indubitably a capital investment about which there 
could be no discussion at all. The second reason is that 
if the lump sum would have been a capital expenditure, the 
mere fact that it was to be paid in instalments did not, in 
law, alter the fundamental character of the expenditure. It 
may be that on the peculiar facts of a particular case—as 
where a lump sum is paid for the purchase of an annuity— 
the annual payments may have the attributes of revenue in 
the hands of the recipient, but the payment of a capital sum 
by instalments does not prima facie or in itself alter the 
character of the payments when made from the character of 
the whole payment if there had been only one lump sum 
payment,” per Scott, L.J., at p. 86. 

The appellant company’s receipts from the outside manufac- 
turers were revenue receipts in respect of which the company 
was assessable. “For placing orders in that way it is usual, 
in trade, to ask for some payment in the nature of what 
is really a commission, and the common sense view of this 
particular payment seems to me to be quite simply that it 
was really an ordinary trade commission,” per Scott, L.J., at 
p. 87. Later, his Lordship said, “I can see no fact at all 
here which points to its being other than a revenue payment 
and a revenue receipt respectively.” 





EXEMPTION FROM TAX OF BASIC WAGE EARNER 
, South Australian Act 


The South Australian Income Tax Act 1940, provides, by S. 12, that 


the taxpayer has a spouse and at least one child under 16 


years at the beginning of the income year, wholly dependent on 
him or her throughout the whole of the income year, and his or her 
net income does not exceed £203, the taxpayer shall be exempt 
from South Australian income tax. 

“Net income” means the taxpayer’s assessable income less all 
allowable deductions other than the Statutory exemption and the 
concessional deductions. 





DepuctTion oF GiFTts To Patriotic FUNDS, ETC. 
New South Wales 


As promised by the Colonial Treasurer, vide p. 59 of the Sep- 
tember 1940 issue of the Journal, the New South Wales Act has 
been amended, in conformity with the Commonwealth Act, to permit 
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a deduction of gifts made (a) to a public institution or public fund 
established and maintained for the comfort, recreation or welfare 
of members of the Naval, Military or Air Forces of the Common- 
wealth; and (b) to the Commonwealth, when made for purposes of 
defence. The exemption is contained in new S. 88 (1) (a) (ix) and 
(x) and relates to gifts of 10/- and upwards. 


Victoria 


By the Amending Act, No. 4783 of 1940, Victoria has also granted 
the above deduction in respect of gifts of £1 and upwards. 


Queensland 

Section 3 of the Queensland Income Tax and Succession and 
Probate Duties (Sailors, Soldiers, and members of the Air Force) 
Exemption Act of 1940, grants a similar deduction in respect of 
gifts of £1 and upwards. 

The Queensland Act also makes provision for a deduction of 
gifts to a public institution or public fund lawfully established and 
maintained within Queensland for the comfort, recreation or welfare 
of those subjects of His Majesty, the King, or of any of his Allies, 
who have suffered damage occasioned by air raid or invasion. 


Tasmania 
The Tasmanian Act now provides for a similar deduction in respect 
of gifts of £1 and upwards (S. 3, VI, Tasmanian Land and Income 
Taxation Act, No. 15, of 1940). 
In addition, the Tasmanian Act grants a deduction of gifts made 
to a public fund established within His Majesty’s Dominions for— 
(i) providing fighting or other craft, or for the use of any of 
His Majesty’s Forces; or 
(ii) the relief of victims of, and sufferers from, air raids or 
other operations of war in any of His Majesty’s Dominions; 
or any similar purpose. 
Western Australia 
By the Amending Act No. 12 of 1940, Western Australia has 
granted the same deductions as the Commonwealth Act in respect 
of gifts of £1 and upwards. 


South Australia 
There is no provision for the deduction of gifts under the South 
Australian Act. 





Correspondence 
THE EcoNoMIcCS OF OVERHEAD 


The Editor, The Australian Accountant. 
Sir, 

In the introduction to his interesting lecture on the above subject, 
published in your April issue, Mr. Widmer makes a provocative 
statement which immediately lays him open to challenge. He describes 
what purports to be the “notion” of some people, and he leaves 
the reader with the impression that it would be impossible to carry 
into practical effect the idea of producing more than enough for 
everybody. 
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Whether or not it would be necessary to treble present output is 
beside the point. The “conviction” of earnest students of modern 
economics, however, is that science and invention—unhampered by 
the shackles of “orthodox” finance—would solve the problem of 
distribution. In other words, they firmly believe that production 
—provided it is scientifically balanced—is capable of expansion to 
the utmost limit of capacity, so that (at least) poverty would be 
utterly banished, but that archaic methods of finance periodically 
throttle such expansion. 

Under our effete pre-war monetary system (which unfortunately 
still persists among the allied nations) the greater the production, 
the greater the distress. Surpluses have to be curtailed and destroyed 
instead of being profitably exchanged and distributed to advantage. 
When we have won this war, after having utilised our vast natural 
resources and our industrial capacity to the utmost extent—thus 
taking a leaf out of the enemy’s book—we must learn to apply the 
same energy and genius to peaceful pursuits and for the purposes 
of human well-being and social justice. 

The first necessity will be to work on the fundamental principle 
that man-power and material are the only essentials in production 
—finance being merely a vehicle for distribution and consumption, 
but utterly non-essential for production. The second desideratum 
is to recognise the truth of the axiom that the main purpose of 
industry and commerce is to produce and distribute commodities, 
not to amass fortunes in the form of figure money in books and 
paper documents. 

These are the things that make the study of costs so important, 
because every saving of unit cost should react to the benefit of the 
community as a whole. As we are at present constituted, however, 
vested interests prevent any community benefit being derived from 
substantial savings in cost—in fact, these same vested interests 
stop any potential saving of costs at their inception. 

I am sure Mr. Widmer did not intend to create a false impression 
by the opening remarks. 

Yours, etc., 
R. ADAMSON, A.LC.A. 
Caulfield, 23rd April, 1941. 





DEPRECIATION IN THE PuBLICc ACCOUNTS 


The Editor, The Australian Accountant, 
Dear Sir, 

I have read with interest the remarks of Mr. A. A. Fitzgerald 
on the subject of “Depreciation in the Public Accounts” which 
appeared in the March, 1941, issue of The Australian Accountant. 

In common with other critics in the past, Mr. Fitzgerald is 
endeavouring rightly to focus attention on the inadequacy generally 
of depreciation and sinking fund contributions by public authorities. 
The failure to make the proper provision is to be regretted, for 
undoubtedly the setting aside of adequate provision is one of the 
chief factors making for financial stability of any undertaking. 

However, as New South Wales is introduced by Mr. Fitzgerald 
as the “villain” on this occasion, it is interesting to note that there 
is at least one public utility in that State (and no doubt there are 
others) which recognises the need for a sound financial policy. 
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I quote The Sydney County Council which has continued a practice 
set up by its parent—the Municipal Council of Sydney. Whilst 
there has always been a statutory obligation on both of these bodies 
to set aside proper sinking fund contributions, there has not been 
any such obligation to establish a depreciation reserve. However, 
since the inception of the Electricity Undertaking in 1904, the Councils 
named have consistently adhered to a policy of setting aside annually 
ample contributions to both reserves, which have proved to be, if 
anything, on the liberal side. The provision for depreciation for 
the year 1940 was £797,863 or 3.48% of the depreciable capital 
expenditure. 

At December 31, 1940, the depreciation reserve stood at a figure 
of £7,392,752, notwithstanding that all assets discarded to that 
date had been written off against the reserve. The reserve represents 
32.22% of the total capital expenditure of £22,943,205 as shown by 
the published accounts at the same date. 

Furthermore, the sinking fund reserve at December 31, 1940, 
amounted to £2,818,326, which is substantially in excess of the 
statutory requirement. 

In the matter raised by Mr. Fitzgerald, it may be said that The 
Sydney County Council at least is like Caesar’s wife—above reproach. 


Yours faithfully, 


E. A. CUPIT, Acting County Treasurer. 
Sydney, April 17, 1941. 





MEMORANDUM AND ARTICLES OF ASSOCIATION 


The Editor, The Australian Accountant. 


Dear Sir, 

The article “Memorandum and Articles of Association’’ by H. 
Jackson, A.I.I.S., in the April issue of The Australian Accountant 
is very interesting, and gives much useful information in condensed 
form. 

In order to relate it to the law in Tasmania, however, it is necessary 
to bear in mind the following points :— 

The minimum number who may subscribe to a Memorandum is— 

Seven for a Public Company. 
Two for a Proprietary Company. 

The Tasmanian Act states that the signatures to the Memorandum 
and Articles must be witnessed “by at least one witness.” No 
mention is made as to the witness not being a subscriber. 

The address of the Registered Office is not necessarily stated 
in the Memorandum. Section 69 requires Notice of the situation 
of the Registered Office to the Registrar of Companies. 

Companies in Tasmania cannot issue Shares at a discount. 

Alteration of Share Capital (not reduction) requires a special 
resolution, and period for filing is 15 days. 

The Memorandum and Articles may be either printed or typewritten. 


Yours faithfully, 
A. R. HEWER. 


Hobart, Tasmania. 
30/4/41. 
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Towards Personnel Efficiency 
By R. A. HIcKIN, A.I.C.A. 


A rational approach to personnel problems has been the theme 
of recent articles, beginning with a general discussion of the 
relationship that ought to subsist between employers and employees, 
and leading to the consideration of the steps that precede the engage- 
ment of help. In the present article it is proposed to take the subject 
a step further, and ask in what ways staff training and deliberate 
psychological development of personnel can contribute to the efficiency 
of modern industrial enterprise. 

Let it be emphasised, at the outset, that an elaborate personnel 
department is not essential, unless the company is a very large one; 
the functions of such a department can in most cases be carried 
out by an individual, properly trained and of the right temperament; 
indeed, in a very small concern the necessary work may be done as 
part of the duties of the Secretary or some other officer, provided 
he has an aptitude for it. Where, however, the size of the undertaking 
makes it desirable that there should be a separate department whose 
duty it will be to engage and train the staff, there will undoubtedly 
be a perceptible increase in efficiency as a result of the more intensive 
devotion of energy to this end. 

A careful analysis of the procedure of a large number of companies 
would probably indicate that there is little organised staff training 
done in Australia at the present time, except by the large retail 
stores and a few other enterprises in which the work is highly 
technical. In most cases the workers in ordinary industries in which 
a great deal of technical knowledge or skill is not required, are 
allowed to train themselves by picking up what they can from fellow 
employees. In this way they learn how to be inefficient rather than 
efficient. Unless there is constant managerial oversight over the 
details of the work done by new or junior employees, habits will 
be started which will be very difficult to break if a real effort is 
ever made to train the staff properly. Nor does this apply entirely 
to the new recruit or the minor; it has almost equal application to 
the old employee, who has been doing the same work for years 
in the same way. 

While it does not come under the scope of the present discussion, 
a word ought to be said about the necessity for careful time and 
motion study in connection with all operations performed, and the 
sooner this is done the easier standards will be to enforce, as few 
people like having to change their habits of work in order to try 
a new idea which is suggested by the management. The principle 
that ought to be enforced in every enterprise is that an attempt at 
staff training in a general way, or of initiating a new employee 
into his duties, should always be preceded by a careful examination 
of the duties in their minutest detail with the object of establishing 
modes of procedure and standards of time taken. If standards 
are set up, which have been demonstrated to the employees as reason- 
able provided the methods laid down are carried out, it is easier 
to train men to do the work properly, than when nobody knows how 
the job should really be done to get the best results. Men who 
have been doing the same work for years, day in and day out, have 
a natural prejudice against the expert who tells them how it should 
be done, when he has probably never handled the tools or performed 
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the operation himself. It is this prejudice which must be overcome, 
and the best way to overcome it is to show the employees beyond 
a doubt, by a trial run under the new conditions, that old established 
methods can often be improved upon to the advantage both of 
the enterprise itself and its employees. Most men will respond to 
an appeal for a trial of a new idea, if they are treated fairly in 
the examination of the operations performed and in the time studies, 
and given full opportunity to suggest and criticise. 


MANUALS OF PROCEDURE 


Following a thorough examination of all operations in the plant, 
the first step in staff training is to provide the staff with written 
memoranda, either individually or in groups, explaining the way 
in which the work is to be done, each operation illustrated fully 
where necessary. This is the first step along the road of deliberate 
staff training, as opposed to the indifference to be found in many 
concerns, where men are allowed to pick up their duties as best 
they can, aided by an occasional suggestion from a foreman or fellow 
employee. 

Every such Manual should have an introductory section dealing 
in an interesting way with the company’s undertaking as a whole, 
giving facts and figures about its products that will interest the 
readers, showing how the goods produced play their part in the 
economic, industrial or social life of the nation. The idea is to 
build up an awareness among the workers, of the fact that the 
success or otherwise of their own work will have repercussions upon 
the community as a whole; their daily job, however monotonous or 
exacting it may be, is their opportunity to make a contribution to 
the general welfare and prosperity of the country. We are living 
in a cynical age, an age in which men have lost most of their illusions, 
and, in losing these, have parted with a great deal more besides; 
hence the sincerity of the company to promote their welfare within 
the framework of the general policy of the organisation must be 
undoubted—it must be obvious to them all that they will share in 
the prosperity as they expect to share in the fruits of adversity 
which lie in the path of the enterprise in whose service they spend 
their daily lives. Therefore the Manual of Procedure, or Handbook of 
the company’s routine, must be compiled in a straightforward way; 
the facts must be as stated, the rewards must be as set out, if 
the co-operation of the personnel is to be a real factor. 

What should go into the Manual besides instructions and details 
of operations to be performed should be given careful consideration. 
In many concerns the actual directions to staff would occupy but 
a small space and could probably be cared for by the use of work 
cards or instruction sheets placed on the wall or other convenient 
place in the workroom. But where the expense would not be 
prohibitive some more ambitious method would usually be found more 
successful both for the purpose of instruction by the direct methods 
of detailed job analysis and illustration, and for a less direct approach 
to the interest of the employees by enlisting them in a general way 
into the company of those whose lives are bound up with the life 
of the enterprise itself and who consequently feel that they have 
a greater stake in the business than if they were merely “casuals” 
drifting in and out again without leaving their mark or themselves 
receiving some benefit and experience in return for their labour. 
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STAFF TRAINING GENERALLY 


The training required for counter hands is of an entirely different 
kind from that necessary for workers engaged in some skilled industry. 
This does not mean to suggest that a salesman or saleswoman’s duties 
make a lesser demand upon their skill and initiative than, for instance, 
those of an engineer; the purpose of the statement is merely to 
draw attention to a fundamental fact: different conditions demand 
different methods. Ina retail store, an ideal method of staff instruction 
would be by regular classes, during the comparatively slack part of 
the day, when people can be spared from counter duties; in such 
classes, the greatest effort would be made to develop the personality 
and zeal of the worker, and, at the same time, his or her knowledge 
of the goods handled. In many other classes of employment totally 
different considerations apply. At no time should personal develop- 
ment be unstressed, but this is often secondary to more relevant 
aids to efficiency. A spinner or weaver, for example, might have 
a charming manner, which would ideally suit a salesgirl, but does 
not help her at all to become efficient at her own job; what she needs 
is skill in the work required of her; her personality will be of 
indirect advantage, for it will probably help her to cultivate pleasant 
relations with the other members of the staff, and thus increase the 
spirit of friendliness, which is in itself a desirable object; but it is 
in no sense necessary in her actual work, which is the first consideration. 

The first suggestion that ought to be made, therefore, is that 
whatever training is given, it should be relevant. There is no room 
in modern business for the pure theorist who wants to try out his 
ideas regardless of cold logical consideration of the important question 
whether what he seeks to achieve would really benefit the enterprise. 
The purpose of business, in the final analysis, is to earn profits; 
whatever contributes to this end, however indirectly, is worthy of 
consideration; staff training, in common with all other aspects of 
the organisation, must pass this test or it is useless. 

There are several ways in which men and women may be trained, 
some of them being especially suitable for specific applications. 
Undoubtedly one of the most fruitful is by class instruction. Par- 
ticularly is this valuable in the case of the retail store, or any other 
class of concern dealing directly with the general public. It is also 
useful in engineering workshops and factories. The method has the 
advantage that it provides the opportunity for discussion and criticism 
by the learners ‘themselves, who learn more quickly in this way. 
Naturally it has no application in the case of employees who have 
individual duties to learn which differ from those of other members 
of the staff. In such circumstances the individual should undoubtedly 
be placed in charge of a tutor, being a trained man whose duty 
it is to teach beginners the work, or of an experienced employee 
who has done the work himself and understands it thoroughly. 

The Manual of Procedure, or the instruction sheets issued in 
lieu of this, provide the basis of instruction. In no case should a 
learner have to depend entirely upon what he has been told by 
word of mouth—there should always be a written record available, 
which he can use to remind him of what his instructor has said, 
and to refresh his memory on points of importance that he has left 
some days behind. It forms a permanent record of the duties which 
are set for him to do, and of the way in which they should be 
carried out. It helps to keep him interested as it enables him to 
see how his particular job fits into the general programme, and 
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how he can contribute to the success of the entire undertaking. It 
cannot take the place of oral instruction, but it is an invaluable 
support. i 

In pursuance of the policy which is featured in the Manual, changes 
in methods, which research and experience alike indicate as desirable, 
can be put before the staff by means of diagrams either circulated 
among them or placed in a conspicuous position for study. It will 
usually be found that men like to get together and discuss methods 
of doing their work, and it need not be feared that such a general 
notice will fail to attract attention. If Manuals are in use, they 
should preferably be in the form of loose-leaf binders, into which 
fresh sheets may be inserted at will. In this way the written 
instruction or work sheets will be kept up to date and the men will 
have the comfortable knowledge that the management is “on the 
job” with all the new ideas, enabling them both to contribute to 
the success of the shop or factory and learn some new thing them- 
selves. The Notice Board in a factory or works can be used as a 
real factor in the education of the employees. 


STAFF LIBRARY 


In every office or other workplace, where men and women spend 
their eight hours a day, there should be a library of suitable books 
available for consultation and borrowing by the staff. In a small 
concern the library may consist of half a dozen books only, while 
in a large enterprise employing many hundreds of men and women 
an investment of thirty or forty pounds in a selection of suitable 
trade books and journals would pay for itself many times over. 
It is feared that this is one lesson which employers of skilled labour 
have not yet learned. If a man has skill in his work, it is evident 
that he has some interest in it. This interest may be fostered, the 
man’s usefulness increased and his capacity for greater responsibility 
considerably expanded if provision is made by the firm for his 
further education in his allotted task. Though the existence of 
the facilities may be ignored by half the members of the staff, those 
who do avail themselves of the opportunity will make the expenditure 
well worth while. For a few pounds a year the shelves can be 
kept up to date with current periodicals, and in time the small 
library will become a veritable mine of wealth to the business. 

Something similar is possible, at less expense, by having some 
interested person peruse the trade magazines and pick out the articles 
likely to prove interesting and valuable, and have notes made for 
circulation among the employees. Current ideas in selling, for instance, 
would be useful in the regular bulletins sent by a sales manager 
to his men; improvements in methods of handling stock might save 
expense in the warehouse; notes on engineering problems would 
undoubtedly prove useful in the engineering shop; and so on. There 
is really no limit to the amount of literature that can be made available, 
and the project once launched would rapidly commend itself to both 
management and men. 


SoME TRAINING PLANS 


It would undoubtedly be worthwhile to conclude this article with 
a summary of some of the methods of staff training which have 
been found suitable for application to various kinds of enterprises. 

A convenient starting point would be a consideration of the 
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methods which have been adopted by large stores of the “depart- 
mental” type, employing hundreds or even thousands of men and 
women occupied in the most diverse ways, but all sharing the common 
task of selling the company’s goods, from needles to sailing boats; 
there is here a uniform basis of approach to the task of staff 
training, namely, the development of personality and instruction in 
approach to customers, as well as education in the traditions of 
the business. Some of the larger stores have an intense pride in 
their business as an institution, comparable to the Public School 
or Army spirit, and one of the first aims of the instructors is to 
steep each employee deeply in such traditions. 

In many such places there is a portion of the building set apart 
for the purpose, with a central lecture hall round which are situated 
class rooms, demonstration rooms, etc. The lecture hall is the 
central gathering-place of the entire staff, from whatever departments 
they may come, for it is here that the general instruction is given; 
while in the classrooms teaching is conducted, in the particular duties 
of the several groups of employees. It may be said as a general 
rule that the real spade-work of instruction is done in the individual 
classrooms, supplementary lectures and addresses designed for general 
instruction and encouragement being given in the lecture room. 

Perhaps there is the kernel of an idea in this scheme that would 
be capable of application under different conditions. In many con- 
cerns there would be less need for the lecture hall and more for 
the smaller rooms where selected groups of employees could be 
taught their work. It is easy to visualise, for example, the instruction 
centre of a large engineering plant, where each room contains one 
machine of a particular type, round which gather a small group 
of men from time to time. This machine may have features common 
to several plant units in the works themselves, the purpose of it 
being an introduction to the operation of such plant; when the 
groundwork has been grasped, the employee would be transferred 
to the works and put to work beside an experienced man on the 
actual machine for which he is being trained. 

In every enterprise that operates a scheme of training for its 
employees, one of the first questions that must be decided is at what 
times of the day, and how frequently, employees should be sent 
to the training centre. In a store there would usually be a brief 
and intensive course of instruction, followed by daily or other regular 
visits while experience is being gained in actual counter work. In 
shops or factories demanding a considerable amount of skill from 
the men, some extension of the training so that men would be 
supervised by the training department for some time while at their 
actual work, after preliminary instruction is over, is a feature of 
the system. At what stage the new employee or one learning new 
work should be passed over by the training department to the 
foreman in charge of his section is a matter that can only be decided 
on the spot, after long experience under actual operating conditions. 

Two other considerations should be dealt with. First, there is 
the need for giving each member of the permanent staff as wide a 
training as possible in every branch of the work. This is often 
done with selected employees only, but it is contended with some 
justice that the scheme is worthy of general application, as a man 
may have a natural aptitude for some other task than the one in 
which he is principally engaged, and with training and some experience 
at this particular duty the time may come when it would be preferable 






























1941 THE AUSTRALIAN ACCOUNTANT 187 





for him to give his whole time to it. But, however widely or 
narrowly it is applied, the principle is that a progressive concern 
ensures that every person on its payroll gains as much general as 
well as particular knowledge about the routine as is possible. 

Secondly, and finally, there is the question of filling the higher 
positions, and there is much to be said for giving existing employees 
the first opportunity. It may be possible, and is indeed frequent 
practice, to provide courses of instruction in leadership to which 
all who are interested are invited to come. Enrolment would carry 
the obligation to see the course through, and take the examination, 
perhaps both written and practical, at the end. The notes taken 
of the lectures and studies, as well as the knowledge gained of each 
individual’s ability during the course, would provide interesting data 
for consideration before the next vacancy is advertised outside. 

The whole field of employee training is an interesting one for 
accountants, who are expected, rightly or wrongly, to have a knowledge 
of modern trends in scientific management. 





The Audit of a Modern Costing System 


By A. J. GAIRNS, F.F.LA., A-A.LS., A.C.A.A., 


In dealing with a broad subject such as this, it must be remembered 
that, although we speak generally in these days of modernised 
accounting, of a “costing system,” this may, however, be one of 
many systems each of which could readily be accepted as a method 
of ascertaining and controlling costs in conjunction with the financial 
accounts. For instance, we talk of a “simple” system, a “partial” 
system, and again of a “complete’’ costing system. Then, in addition, 
there is a “spot check” by which one cost centre only is analysed, 
and, of course, finally the well known “hub” system in which all 
departments radiate around a common transfer store. This is not the 
place to discuss the merits or demerits of these accounting processes, 
but rather to discuss the auditor’s place and responsibility in checking 
and certifying the results obtained under such a system. For this 
purpose in this review, we shall regard a costing system as being 
an arrangement of accounts, assisted either by standard costs, process 
costs, job cards, or other similar mechanical or technical means, 
and which reveals departmental, process, or even individual profits 
or losses in the form of variations from standards set. These remarks 
will apply generally to all costing set-ups which are at all compre- 
hensive, but, of course, must be amended in the light of individual 
requirements. 

INTERNAL AUDIT 

The auditor must obviously consider the subject of his cost audit 

from two angles— 
(a) The internal check. 
(b) His independent observations. 

It might be said here that, with the possible exception of the 
payment of wages, no other aspect of accounting needs as close 


attention to the matter of the internal audit, as is the case with a 
costing system. It need hardly be stressed that the information 
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secured is needed so urgently, and is of such vital import to 
management that time does not allow for independent audit. I 
would go so far as to say that, if it is not right on first presentation, 
its value to management is completely lost. For this reason, the 
auditor must give very careful consideration to the internal organisa- 
tion around the system. He must, in actual fact, spend much time 
and consideration on the methods in obtaining the cost data, the checks 
in operation to ensure its accuracy, and the machinery available 
to anticipate, rather than to discover afterwards, the difference in 
stock and raw materials inevitably associated with manufacturing 
concerns. Let us now review some of these aspects from the auditor’s 
point of view. 


Raw MATERIALS 


No system is complete or even “safe” unless a method of raw 
material stock control is in operation. This control must be entirely 
independent of figures kept by the storemen themselves on bin cards 
or other devices. The auditor should consider the whole operation 
of this system, including such points as :— 

(a) Checking of deliveries into store. 

(b) Physical stock check by office staff at periods of either four 
weeks, one month, or such other period suitable in the 
circumstances. 

(c) The method available of reporting differences, and the degree 
of investigation usually carried out with regard to these. 


(d) The system of requisitions of stock to factory. The persons 
authorised to sign these, and their relation to the organisation 
are vitally important factors. No matter by whom these are 
signed, there should be some reference number such as a 
factory order or customer’s job in order to provide a reason 
for the delivery. 

(e) A review of the principles adopted in costing and pricing 
issues. Items which have to some degree lost their usefulness 
or have deteriorated must be written down, and market values 
referred to in order to ensure conservative and reasonable 
valuation of stocks. 

Finally, a point which is often neglected: The importance of 
making full use of the stock control to check the figures used in 
the cost data. ‘Two examples will illustrate my point. The first 
is in regard to checking requisitions. It is obvious that the debit 
figures to a stock account should equal the credit figures. Thus, if 
we have the total of opening stocks and purchases, and subtract 
from this the figure of closing stocks, the result will give a total 
of “outs” or issues from store. The auditor should always see 
that this figure corresponds very closely to the total of requisitions. 
The second example refers to an internal check on processing 
figures. In the initial stages of most manufacturing, some form 
of “mixing” or “alloying” or “blending” takes place, in which a 
number of “batches” or “lots” is processed according to factory 
requirements. These figures can quite readily be double-checked. 
For instance, the number of Ibs. (or other unit) of material issued, 
less waste, should closely correspond to the number of Ibs. of material 
“mixed.” The figures are always available, and it is along lines 
such as this that the auditor can direct his review of internal check 
of raw materials. 
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Buyinc RovutTINE 


It need hardly be stressed that buying constitutes the alpha and 
omega of true costs. The auditor must overhaul the procedure 
from order to final payment, ensuring not only that correct quantities 
are received and competitive prices paid, but that the actual allocation 
of items is positively accurate. For instance, quite a number of 
items do not concern the factory, and care should be taken to give 
them a suitable name, such as “trade purchases,” “merchandise,” 
etc., and to debit them to finished stocks rather than to factory materials. 
A good routine with regard to buying should cover the following 
items :— 

(a) Quotations should be secured in all instances, and recorded 

in a simple manner for quick reference. 

(b) Orders should be duplicated so that copies are available to 
store, factory, and costing officials. These should always 
contain a memo of the quoted price, quantity ordered, and 
promised delivery date. 

(c) Delivery should always be made at the one pre-determined 
point, which obviously should be at the door of, or as close 
as possible to the door of, the raw materials store. The 
importance of this cannot be too highly stressed. If goods 
are arriving at all parts of a large factory, the storeman’s 
task in checking in his deliveries is hopeless, and I should 
say that the auditor would not be justified in accepting purchase 
vouchers under such conditions. On the other hand, if there 
is one reception depot, the storeman can always keep deliveries 
under his control. 

Prices paid and quantities received should not be simply 
checked and then forgotten. No costing department is com- 
plete without an efficient “cost record” book or card system 
in which is recorded each successive delivery and the cost 
of every item received. 

As far as the book-keeping angle concerns this section, I 
have found that the most complete and flexible method of 
dealing with purchases is by posting each invoice, and not 
by dissecting the monthly statement of account from suppliers 
as is mostly the case to-day. If this is followed, the auditor 
is well advised to insist on a separate control account for 
invoices only which affect the factory, and to post all other 
items, such as wages, sales dissections, etc., in a second control 
account. Furthermore, once posted to the control account, the 
necessity then arises for a correct allocation to all the overhead 
and stock items, such as raw materials, insurance rates, main- 
tenance, power, gas, etc. This dissection should be, in my 
opinion, authorised by at least two officials, such as secretary 
and cost accountant, or cost accountant and factory manager. 
This is vital if the information supplied is to be regarded 
as reliable. 

Many will argue that much of the above is not the auditor’s 
responsibility. I would reply that the position of the auditor in 
the case of cost accounts is vastly different from that of the man 
certifying a set of ordinary trading accounts. Sooner or later dis- 
crepancies will show up, and, if the cost accountant is not able 
to explain them, the fault must lie in the system, which would 
mean that the auditor’s current certificates (in the case of a continuous 
audit) would actually be proved false if monthly or periodical 
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information had to be “adjusted” at balancing periods. For this 
reason, the auditor must pay much greater attention to the methods 
of check inside than to a personal inspection of each item appearing 
in the cost figures. 

WaAGES 


These remarks apply also to the payment of wages in the factory. 
Of course, at any time wages require great care, as it is obvious 
that in the handling of cash payments to large numbers of employees 
lies the greatest danger of fraud and mistake in any concern. As 
far as the costing system is concerned, the following points are the 
auditor’s concern— 

(a) Dissection of wages into departments. 

(b) Dissection into direct and indirect. 

(c) Careful attention to overtime additions. This is treated 
differently under the various systems, but, generally, the time 
worked is productive at standard rates, and the “loading” 
only is an overhead. For instance, where an overtime rate 
is time and a half on ordinary wage rates, the “half” should 
be regarded as a manufacturing expense and treated accordingly 
in the accounts. The auditor should see that such allocations 
are made and checked on each week’s wages sheet. 

(d) The items “holiday pay” and “sick pay” occur in every factory 
payroll. These are also overheads, and should be segregated. 

As far as the wage payment itself, of course, the auditor should 
see that the usual checks are in operation in a similar manner to 
any audit. These concern such matters as checks against dummy 
employees, and the use of as many clerks as possible to avoid 
collusion in fraud. 

FINISHED Goops 


The all-important link in the costing chain is the delivery of 
finished stock to finished goods store. Items which constitute the 
factory finished production, and the end of their manufacturing 
responsibility, constitute the beginning of stock handling by the 
store. In many systems, it is impossible to take stock of finished 
goods as often as is the case with raw materials and work in 
progress. Theoretically, finished stock can be calculated each financial 
period by adding the cost of goods produced and delivered to store 
and subtracting the cost price of goods sold. If both these items 
are carefully computed, the answer can be regarded as quite reliable, 
subject to check stocktakings not less than every six months. This 
is so, however, only if an efficient system of stock control is in 
operation in the store, and I am afraid that many auditors miss this 
fact. Just what method of stock control is put in is a matter of 
individual requirement, but it is essential that it covers a control 
which certifies to— 

(a) Correct receipt of goods into store. This must involve the 
signing of factory production sheets and proper check of 
all items as soon as received. 

(b) Prompt notification of any differences in count to factory 
manager. 

(c) Rigid system of dealing with returns from store to factory 
such as reject items. 

(d) Provision of store loading bay or delivery door (at opposite 

end of store to section for receipt of goods), and prohibition 
of any method of delivery direct from factory. 
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THE INDEPENDENT AUDIT 


The above is a resume of the most important aspects of the 
internal control relating to costing work. This is by no means 
complete, and many additional items will require the auditor’s 
attention according to the individual requirements of the system. 
For instance, if the costing system extends to departments, great 
care would have to be exercised in regard to departmental transfers, 
and the auditor must see this method is foolproof. 

Having covered this routine, the independent inquiries made by 
the auditor, and his subsequent check of the entries made in the 
books, will be always overshadowed by the organisation, control and 
double check behind each entry. If this has been covered, the 
auditor is justified in passing the items one by one, and his audit 
will be confined mainly to a check of debit against credit, dissections 
with totals, cost ledger postings with control accounts, and actual 
verification of the existence of balance sheet assets and liabilities. 

In accordance with the now-established ruling, it is no part of 
an auditor’s duty to take stock of raw materials, work in progress 
or of finished goods. A certificate from the executives responsible 
will be accepted, subject, as explained above, to stock control methods 
being efficient. 

With regard to wages, the auditor should check his postings direct 
from a wages book, and should require a properly prepared record 
containing names, factory numbers, and amounts paid to every 
employee. If this record is compiled by several persons, and is 
used as a direct posting medium for direct wages, overtime, holiday, 
sick and indirect pay, the auditor should feel justified in accepting 
it providing the normal auditing requirements are in order. 


AUDITOR’s RESPONSIBILITY 


I would say that it is no responsibility of an auditor to explain 
the reason for any losses revealed in the costing figures, although 
no doubt his advice will naturally be appreciated. If losses are there 
and cannot be explained, the remedy must lie in a more thorough 
check or revision of standard information from the factory. In 
this connection, it is no part of an auditor’s duty to check the 
standard cost cards if these form the basis of the system, although 
again the overhead rates and such matters as reject allowances or 
percentages for waste may be a matter of professional advice, and 
should be adjusted accordingly. The auditor, as part of his routine 
duties, should be asked to check the annual budget of expenses and 
anticipated sales or production. His experience should be invaluable 
in checking it. Once finalised and spread over monthly, four- 
weekly or weekly periods, the budget can be used as a check on 
the “actual” expense allocations and explanations sought in cases 
of difference. 


DETAILED WorkK 


The auditor should check every invoice into the purchase journal, 
and check the allocations marked thereon subject to my preceding 
remarks regarding this point. Subject to the operation of control 
accounts, there is no actual need for a detailed check of purchase 
accounts, although some auditors feel the need for completing the 
whole job. The usual supervision of vouchers, cash book, and 
reconciliation with pass book are, of course, essential in any case, 
and most other routine will follow the generally established principles. 
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As far as the summary of the cost price of sales is concerned 
(if this method is adopted in lieu of stocktaking), the auditor can 
ascertain the average rate of gross profit, and give close consideration 
to any variations. If the rate has varied considerably, I would 
say that a recheck of the cost of sales would be necessary unless 
there was some apparent explanation for the difference. 

The auditor should see that a decision is made along the right 
lines regarding valuation of work in progress. Even completed 
works should not be valued at a figure greater than factory cost, 
although admittedly much administrative effort has been expended 
at that stage. A problem in this regard often arises regarding the 
finished goods. It is the auditor’s responsibility to see that this 
is valued at some conservative figure. Personally, I like to see 
finished goods in store valued at factory cost, and all administrative 
items charged against sales. 


Form oF ACCOUNTS 


As auditor, care must be taken with the form and presentation 
of accounts. The first essential, of course, is to preserve the double 
entry set-up, and to incorporate all figures in the financial books 
of account. This can best be done by sub-dividing the cost ledger 
into two parts, the former to contain all posting details, and the 
latter the final variance and production accounts preferably in tabular 
form. Not only does this assist management in easy and ready 
comparison, but definitely aids the audit. The incorporation of the 
budget can best be effected by using reserve accounts, and bringing 
into account each period, allowance for accrued expenses by debiting 
overheads and crediting reserve accounts in the name of each expense 
item. This assists the audit, as a double entry is immediately created 
instead of the usual “memo of estimated expenses” for the period 
which cannot be incorporated in the financial records. 

Many accountants post material usage direct from the stock 
accounts to the production accounts. I claim that by doing this, 
they are losing an opportunity of comparison, and I would always 
insist On an intermediate account known as “materials in use” or 
“materials used” account, which could be debited with the material 
used and credited with the same amount as this is booked out to 
departments. It is also advantageous to have the broad term “raw 
materials” reclassified into leading headings of the main classes of 
goods. If quantities used are posted alongside values, a complete 
record in tabular form is available of material usage in each of 
these sub-divisions. 


FinaL ACCOUNTS 


The acid test of the value of any system, to my mind, is whether 
it can be finally reduced to a standard form of balance sheet 
at the close of each period. In other words, if all the remaining 
accounts, after dealing with expense trading and transfer items, can 
be set out in a simple statement of assets and liabilities, it is truly 
“a set of cost accounts incorporated in the financial records.” The 
auditor then has the responsibility, as ever, of scrutinising each 
item in the balance sheet, and certifying its value in accordance 
with established principles. The reserve accounts previously men- 
tioned become either accruals, prepayments, or stocks on hand, and 
it is not incorrect to show asset accounts at their value at the 
beginning of the period, and depreciation (usually at budget values) 
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as a liability item among the reserves. It is obvious that this 
depreciation cannot be finalised until the end of the financial year, 
and it is usually a matter of directorate policy. In the meantime, the 
value budgeted for and accepted to date is brought into the accounts 
as a liability. 

The form of the published accounts is a matter for individual 
accountants, but it is not usual to show departmental results in 
detail. The various profits and losses are grouped under the one 
heading “Appropriation Account.” Should the finished stock (as 
estimated) have to be adjusted with actual figures on stocktaking, 
this is effected by means of a “Stock Adjustment Account.” Just 
why this adjustment is necessary, and the final decision made regarding 
its various items, constitute the placing of it against factory 
accounts or general profit and loss, as the case may be. Either one 
or both may have to bear the loss. 





Keeping in Touch 


This article is addressed in particular to all those whose careers 
are being or are soon to be interrupted by the war. We do not 
know, and do not care to try to prophesy, how long this war may 
last; but whether it is destined to be short or long, one thing is 
certain. It cannot go on for ever. 

We do not know what kind of a world we shall be inhabiting 
after the war, though it is fairly safe to assume that it will be very 
unlike the world to which we have been accustomed for the last 
quarter of a century; but in that world—that brave new world— 
there will be places for all of us, just as there were in the old 
world we shall never know again. 

When we return to civil life, we shall have to pick up the threads 
we had to drop when we joined the forces, and that is not an easy 
thing to do. The law and practice of commerce changes rapidly 
enough in what we unfortunates of the twentieth century think of 
as normal times. With such a war on as we are now experiencing, 
keeping in touch with day-to-day changes is an exhausting whole-time 
occupation; and, though many of the changes are described as 
Emergency legislation, it is a big mistake to imagine that, when 
the war ends, we shall be able to revert to the state of affairs which 
existed in 1939, 

We cannot put back the clock; but, if we are to pick up the threads 
of abandoned studies, we shall have to put back our minds and 
trace the changes, which are taking place to-day, in order to under- 
stand the ultimate consequences of those changes; unless, of course, 
we can find some way of keeping in touch with the more important 
changes during the leisure hours we still enjoy in the intervals between 
our spells of duty. 


E. Westby-Nunn in “The Student,” November, 1940. 
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Legal Decisions of Interest to Accountants 
By J. A. L. Gunn 


PRINCIPAL DEBTOR AND SURETY 


In Fuller v. Perano [1941] N.Z. L.R. 44, the New Zealand 
Supreme Court held that where a surety, who guarantees the principal 
debtor’s accounts at a bank, is compellable by the bank to pay, the 
surety, notwithstanding that the principal debtor’s debt to the bank 
is statute barred, can recover against the principal debtor the payment 
made by him, at any time within 6 years of such payment. 





AGENCY COMMISSION 


The appellant companies wished to dispose of certain property, 
and agreed to pay the respondent a commission on the completion 
of the sale to any purchaser whom he could introduce. He did in 
fact introduce a willing and able purchaser, but the appellant com- 
panies then determined to effect the transaction they had in mind 
by a sale of the shares of the companies, and not to proceed with 
the sale of the property. It was contended that there ought to be 
implied in the agreement with the respondent a term to the effect 
that the appellants would not without just cause so act as to prevent 
him from earning his commissions. Held by the House of Lords there 
can be no implied term that the vendor will not refuse to go on 
with a proposed sale so long as matters are still in negotiation and 
no binding contract has been made between the vendor and the 
purchaser. There was, therefore, no breach of contract by the 
appellant companies and they were not liable to the respondent in 
damages. The question of just cause or reasonable excuse did not, 
therefore, arise. Luxor (Eastbourne) Ltd. (in lig.) and others v. 
Cooper [1941] 1 All E.R. 33. 





InyJuryY THRouGH Motor COLLISION 
Increase in Damages by Appellate Court 


A doctor was driving by motor car during the night to his home 
town at slightly over 40 miles an hour along a straight country 
road when he saw another car approaching. Both cars dipped their 
headlights. As the doctor was about to pass the other car he saw 
an object in front. He applied the brakes but too late to prevent 
a violent collision with what turned out to be a trailer attached to 
a truck drawn into the side of the road, because of failure of the 
lighting system. The trailer and truck were pulled into the side of the 
road as far as practicable; nevertheless they were still an obstruction 
to road traffic. A small lamp with a red glass had been hung from 
the side of the truck but this was not seen by either of the car 
drivers. The truck and trailer had stopped about 34 miles beyond one 
town and about 6 miles short of another. A mechanic, who was 
obtained from the former town, failed to put the lighting system 
in order. The men in charge of the truck and trailer therefore decided 
to stay at the spot until morning. When the lighting system was found 
to be failing, they did not go on with the object of reaching the 
second town; neither did they ask the mechanic to drive his car in 
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front of them until they reached the town or to some other spot 
where they would no longer obstruct traffic. They also declined 
the mechanic’s offer to lend another lamp. It would have been 
very difficult to turn the truck and trailer round with the object 
of reaching the town behind them. The trial judge, on the above 
facts, found negligence on the part of the men in charge of the 
truck and trailer and no contributory negligence on the part of 
the doctor, who suffered serious injury. The doctor was awarded 
£2,119 special damages and £550 general damages. The High 
Court increased the general damages to £1,500. Mr. Justice Dixon 
said that while remembering fair compensation between the parties 
was what must be arrived at, it was equally important to keep in 
mind that damages were compensatory and that the figures to which 
in former times Courts grew accustomed ought not to govern our 
notions of what should be awarded in the terms of the money of 
to-day with its reduced purchasing power. Lee Transport Co. and 
another v. Watson, 14 A.L.J. 268. 





CLAIM FOR NEGLIGENCE AGAINST MANUFACTURER 


The New Zealand Supreme Court has held (Grant v. Cooper, 
McDougall & Robertson Ltd. [1940] N.Z. L.R. 947) that the manu- 
facturer of a substance, which is to be mixed with some other 
substance for use, and is potentially dangerous by reason of its 
poisonous nature, is under a duty to give in the label which is 
attached to the container thereof and which sets out directions as 
to use, such adequate and unambiguous instructions as will warn the 
purchaser of the danger that he runs unless the instructions are 
exactly followed. Failure to do so is negligence which will render 
the manufacturer liable in damages to a purchaser who suffers loss 
from the inadequacy of such instructions. 





DeEcIs1IoN UNDER VICTORIAN WorRKERS’ COMPENSATION ACT 


F., in order to get to the mill at which he was employed, was 
accustomed, prior to the actual commencement of his working hours, 
by his employer’s permission, to ride on the employer’s truck from 
the employer’s stacking yard, to which the produce of the mill was 
conveyed, to the mill, which was a considerable distance away. 
When the truck was not hauled to the mill, F. walked there up the 
truck line, there being no other reasonably practicable route to the 
mill. The line passed over Crown lands pursuant to a licence held 
by the employer and the materials of which it was constructed 
belonged to the employer. After F. had commenced his journey on 
the truck it became derailed in the stacking yard, and he attempted 
to replace it. It was customary for nearby workers to lend assistance 
when the truck became derailed, but it was no part of F.’s duty 
to do so. As a result of attempting to replace the truck F. collapsed 
and later died. The Workers’ Compensation Board found as facts 
that F. was under no duty to use the truck on the day on which 
he suffered injury, that he was not using the truck at the place at 
which it became derailed by reason of any necessity incidental to 
his employment, and that he was not under any duty to assist in 
replacing the derailed truck on the line. 

Held, that F.’s death was caused by personal injury by accident 
and, per Mann C.J. and O’Bryan J. (Macfarlan J. dissenting), that 
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the only conclusion open on the facts was that the injury by accident 
arose out of and in the course of F.’s employment, and that the 
Workers’ Compensation Board was bound to so hold. Fisk v. Horner 
& Monnett Pty. Ltd. [1941] V.L.R. 70. 





SUBVERSIVE STATEMENTS 


In Kelman v. Browne [1940] N.Z.L.R. 941, a person was convicted 
for an offence under the New Zealand Public Safety Emergency 
Regulations, 1940, the offence being that he had in his possession 
127 copies of a pamphlet with a view to facilitating the publication 
of a subversive statement. 

The greater part of the pamphlet was taken up with a bitter and 
scurrilous attack on three named ministers of the Crown. On this 
point, it was held on appeal that an attack upon a minister of the 
Crown, even though criminally libellous, is not per se “subversive.” 
“The common law provides ample remedies for protection against 
personal attacks on the reputation of public men, and they must be 
content with those remedies, which are no greater than, but exactly 
the same as, for men in a private station, for all men are equal 
before the law,” per Ostler, J., at p. 943. 

But the sting of the pamphlet was in its tail. After using the 
greater part of the page in an endeavour to work up in the mind 
of the reader a feeling of hatred against these ministers, it used 
these words: “Mothers! Would you entrust your son’s life to these 
people?” These words were held to be subversive within the meaning 
of the above-mentioned regulations. “These words, in my opinion, were 
used for one purpose only—+.e., an endeavour to rouse the women 
of the community in order to make them hostile to the voluntary 
enlistment or the conscription of their sons and male relations, and 
thus help to thwart the war effort being made by this country,” per 
Ostler, J., at p. 943. 





CONTRACT FOR SALE AND PURCHASE OF HOUSES 


On March 8, 1940, the Victorian Housing Commission made an 
order for the demolition of a terrace of houses. On March 21, 
1940, a contract for the sale of the property was executed, neither 
vendor nor purchasers being aware of the demolition order. Notice 
of the order was received by the vendor on April 3, 1940. The 
purchasers sought an order for the rescission of the contract. Held, 
by a majority of the High Court, that the demolition order became 
effective upon the vendor receiving notice thereof, i.e., on April 3, 
at which date the premises were at the risk of the purchasers, the 
contract having been entered into previously thereto. The purchasers’ 
9 cae, failed. Fletcher and another v. Manton [1941] 
Vix. BD. 





MARRIAGE IN CONTEMPLATION WHEN WILL MADE 
In re Hamilton deceased [1941] V.L.R. 60, the Victorian Supreme 
Court held that the provision in s. 16 of the Wills Act 1928, which 
exempts a will from revocation by marriage in the case of a marriage 
in contemplation of which the will is expressed to be made, implies 
that the will itself must express that it is made in contemplation 
of the particular marriage. 














LY 


ni 
he 


his 
he 
ist 
be 
tly 
ial 


he 
nd 
ed 
se 
ng 
re 


ry 
nd 


an 
_- 
er 
ice 
he 
ld, 
ne 


he 
rs 


1) 


ne 
ch 
ge 
es 
on 








1941 THE AUSTRALIAN ACCOUNTANT 197 


Towards a “‘Greater’’ Accounting 
By R. E. MASKELL 


Professor T. H. Sanders, that exponent of enlightened accounting 
thought in America, recently contributed a provocative article to 
The Chartered Accountant entitled, “Education for the Professions.’ 

During the course of his remarks he said, “Too few of the 
schools make sufficient effort to train their students out of the 
narrow techniques of the subject.” Well, just what was he suggesting? 
Did he mean the same thing as Edmund Burke, when he stated that 
“Accountants are Arithmeticians of the Clouds”? 

It is unfortunate that our thinking has been too “clear cut’ in 
many directions—either we are realists or we are theorists. How 
often you have heard it said: “Oh, give me the practical man any 
day!” But just what do these people mean by the “practical’’ man? 
In accounting I think they are trying to say, “give me the man 
who is proficient in the mechanics of the subject, give me the man 
who can do things with figures.” 

Unfortunately, this idea still persists in the minds of some 
examining bodies as well—they set examinations for students which 
are nothing more or less than mathematical marathons. 

Is it necessary only that the modern accountant should be able 
to do things with figures? Is he really the “practical man” in the 
last analysis? 

Accounting to-day is something wider and greater than merely 
juggling with figures, throwing them into a rigid and determined 
framework. Accounting is not only a quasi-statistical procedure, it 
is a branch of sociology. 

In my opinion it is not only technical instruction of which students 
stand in need so much to-day, as informed humanism, which should 
open wide for them the gates of the world, in order to teach them 
to approach the problems present in industrial and commercial life. 

In the last analysis, is not accounting concerned with sentient 
human beings? 

Undoubtedly, it is very satisfying for a student to “get out” a 
problem, but which is the more important thing, the discovery or 
the scientific ways of thinking which brought about this solution? 

To-day, the modern world is “figure” conscious, and rightly so, 
but it must be remembered that the Greeks obtained not merely a 
living, but a “good life” with essentially no knowledge of figures. 

Nor could the Romans multiply or divide—their notation was 
far too cumbrous. 

Their national accounts, as the word exchequer reminds us, were 
all worked out in the concrete with counters on checkered tables, 
and the results were recorded by means of notched tallies without 
the use of a single figure. 

“Why?” you ask. The answer is that Arabic notation was prac- 
tically unknown even in England before the late Middle Ages. It 
is interesting to notice that our form of notation was first applied 
at Northleach, the metropolis of the wool trade of that period. Take 
our oft-used word “calculation,” even this word comes to us rich 
for its adventures through history—its derivation is calculus, a 
pebble or counters! 

Of course many will say “times have changed”—but I reply, have 
they essentially changed? 


1, April, 1940, Issue. 
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It is encouraging to sense a different spirit abroad at the present 
time. There has been a significant change made in the types of 
questions asked by the University of Melbourne, the Commonwealth 
Institute of Accountants, and the Australasian Institute of Cost 
Accountants, respectively. 

If there is to be a movement toward a “greater” accounting, these 
important examining bodies, must, I think, lead the way. 

Recently, J. Maurice Clark’s classic, The Incidence of Overhead 
Costs was prescribed for reading by the Australasian Institute of 
Cost Accountants, and this is a commendable step in the right 
direction. 

To my way of thinking, the following question set at a recent 
examination in Melbourne is an ideal one for promoting thought 


about the subject: Year 1 Year 2 Year 3 
Mee Sk ok ee 8.d Ge ae 30,000 35,000 32,000 








Manufacturing Cost— Cost of Goods Sold 

















Materials used .. .. .. .. 9,500 12,200 9,660 
Ls Ge ce ae fea 4S 7,600 9,600 7,740 
SE 6%. We ax usage Ces 5,400 5,800 5,600 
22,500 27,600 23,000 

Less Increase in stock of 
finished goods .. .. .. .. 2,500 600 500 
20,000 27,000 22,500 
5. 10,000 8,000 9,500 


What are the possible reasons for the variations in results? What 
further light do you think could be thrown on these results by the 
stock and cost records? 

Further comments of mine are purposely withheld, but just try 
it for yourself. 

What I have tried to indicate is this, that there should be a 
“happy medium” in setting examination papers—a blending of theory 
with that of realism—one without the other does not do justice to 
the subject of, accounting. The fact remains that you will get 
“practical” efficiency by aiming at something higher than practical 
efficiency in accounting. You will get it by training—not to reckon 
but to reason; you will get it not by teaching students to do things 
only, but by teaching them to understand things. 

And that, I suggest is the first service of accounting to men; 
its utilitarian value is not nearly so important as its intellectual; 
it is primarily a means by which men understand their world in 
its numerical aspect. For to understand your world, to make your 
environment significant, to find its phenomena a stimulus to your 
powers—that is the essential purpose of education. 

Our modern social conditions, however imperfect, are much to 
be desired when we think of the ancient world—but it is important 
to realise that the legislation which has brought about these changes 
was made possible only by the new Science of Statistics to which 
again accounting as a process is closely related. 

Value in the ultimate sense means service to life; the final value 
of anything is its life-giving qualities. Are we moving toward a 
“greater accounting?” 
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Education for Accountancy 


By Pror. H. Atcock 
(An address to the Annual Meeting of the Queensland Division of 
the Commonwealth Institute of Accountants) 

My presence here to-night is, so to speak, ex officio. Few could 
be less qualified than myself in a personal capacity to address a 
meeting of accountants on a matter of professional interest. It 
happens, however, that I am the Chairman of a Committee, called 
a Faculty, which manages the educational affairs of the University 
of Queensland so far as those courses of study are concerned which 
lead to a Certificate, a Diploma, or a Degree in Commerce. In 
accordance with a quaint old custom, the Chairman of a Faculty 
is called a Dean. “Dean” is the anglicised form of the French 
word “doyen,’’ which means the oldest member of a Society; but 
we don’t insist upon advanced age as the qualification for deanship. 
Neither do we insist nor even suppose that a Dean knows much 
about those subjects of his Faculty which do not come within his 
competency in some other capacity. The members elect him because 
it suits their convenience to have him in the Chair. All this preamble 
leads up to a statement which, to most of you, is almost unnecessary ; 
I have been invited here to mark the coming into force of the 
agreement made last year between your Institute and our University. 
That agreement is sufficiently explained on the fifth and sixth pages 
of your report for 1940. In effect, it involves reciprocity in examina- 
tion credits, subject by subject, between the two institutions. 

However, because of that lack of knowledge to which I confessed 
at the outset, I should have been gravelled for lack of matter to-night, 
had not your State President sent me a copy of the “Special Notice” 
telling you—and me—what I was going to talk about to you. For 
that help I am personally and genuinely grateful, and I propose 
to prove my sincerity by adhering to the topics he has set down 
and to the order in which he has set them. 

1. First of all, then, about owr reciprocal examination arrange- 
ments. Let me indulge in reminiscence. Some twenty years ago 
it occurred to me that it would be of mutual benefit to the community 
and to the University of Queensland if a serious and co-operative 
effort was made to provide the more ambitious of those making 
their career in commerce with appropriate opportunities for higher 
education. However, the study of what larger universities overseas 
were doing led almost to despair at the outset. Here, in Queensland, 
we simply had not the personnel nor the financial resources in 
our University necessary to provide all the requisite courses at a 
standard which would command respect. There was another snag, 
almost as dangerous: I was myself at that time only a junior 
member of the teaching staff, although I had charge of a double- 
barrelled department, that of History and Economics. Only one 
or two of my then colleagues were interested, and they were as 
unimportant as myself. We said to ourselves: “If we can get the 
support of influential persons and organisations and a reasonable 
assurance of a satisfactory enrolment of students, and if we can 
devise a curriculum which will not involve the University in expense, 
we may be able to make a start. Perhaps we daren’t go so far 
as to propose a degree course, but we may be able to persuade the 
public and the Senate—the governing body of the University—that 
a certificate or a diploma in Commerce would be worth having.” 
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We had to sell that idea first to our select public, at that time 
represented mainly by the Brisbane Chamber of Commerce. So we 
set to work to develop it into saleable form—which meant that it 
had to appeal to hard-headed business men and not merely to what 
a premier of Queensland once called “those——abstract gentlemen,” our 
fellow academies. We did it by re-arranging portions of existing 
subject-courses in the University and—what was almost unprece- 
dented—proposing the acceptance in lieu of the courses in accountancy 
and allied subjects we could not supply of membership by examination 
of such professional institutes as should be approved by the Senate 
after due enquiry. To cut a long story short, our plan was accepted 
by the Chamber of Commerce and certain accountancy bodies and 
approved by the University. A Joint Board of Commercial Studies 
was set up and students were enrolled. Then we began to learn from 
experience—from our mistakes, if you like—how to improve our 
courses. Meanwhile, we were greatly encouraged by the knowledge 
that in 1923 our initial diploma scheme, despite its obvious and 
acknowledged deficiencies, had been found useful by the University 
of Melbourne, then engaged, with its superior resources, as a basis 
of suggestion building up the degree courses of its Faculty of 
Commerce. 

Gradually we were able to strengthen our staff and improve the 
University side of the curriculum by substituting for some of the old 
courses, borrowed from the Faculty of Arts, new ones specially 
devised to meet the needs and outlook of commerce students. At last 
we were able to convert the Joint Board of Commercial Studies, which 
managed the Certificate and Diploma courses, into a Faculty of 
Commerce, providing a Degree Course of an adequate range and 
standard. Throughout we had the valuable co-operation of the Banks, 
the Chamber of Commerce and of various secretarial and accountancy 
Institutes. However, enrolments were by no means as large as, for 
instance, in the sister State of South Australia, and of our students 
few persisted right up to the full degree. Something was radically 
wrong. Searching enquiries convinced us that it was not the quality 
or scope of instruction in the academic subjects, though we were 
constantly finding opportunities to improve both. Neither was it the 
reliability of the examinations of the professional bodies whose 
certificates we accepted. They were tested and proved. It was some- 
thing far less tangible: a matter of prestige. If we wished to make 
headway, we must control examinations and courses in all business 
subjects as well as the purely academic. Otherwise we could not be said 
to be entitled to judge the standards of other examining bodies for the 
purposes of exemptions. Our standards must be truly our own. We 
could not plead to the other Universities that on our Faculty of 
Commerce we had men fully capable of judging standards in pro- 
fessional examinations, though undoubtedly we had them. We must 
actually control the whole body of teachers and examiners. It began to 
look as though we had been too rash: that we had started a Faculty of 
Commerce with inadequate resources ; but we were determined to over- 
come the difficulty. We must provide for the actual teaching of 
business subjects. The means of doing so was found in an alliance 
between the University and the Department of Public Instruction, 
whereby the latter put the curriculum of its business subjects, 
its assigned staff and the attendant examinations under the 
supervision of the Faculty of Commerce. The old Certificate of 
Commerce was dropped and in its place was put a Certificate in 
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Accountancy. That straightened out the difficulty of inter-university 
standards and added perceptibly to the supply of candidates for the 
Diploma and the Degree, but it cost us some of the good-will previously 
extended to us by the professions concerned. This was inevitable: 
we neither complained nor had the right to complain. The attitude of 
the Institutes was justifiable. That we neither did nor could deny. It 
amounted to this: we were invading their field with a set of exam- 
inations of which they knew nothing and the value of which had to be 
roved. 

r And so, instead of the old and difficult problem of approving or 
disapproving of the examinations of certain Institutes, we found 
ourselves confronted with a still more difficult one, that of arranging 
for reciprocal treatment of University and Institute examinations. 
After a very faithful investigation, one of the original institutions 
represented on our Faculty was satisfied of our good intentions and 
we decided to continue in full co-operation, but others held aloof. 
This period of trial and uncertainty did University education for the 
commercial community untold good in this State. It led to unremitting 
criticism of every aspect of every one of our courses with a view 
to the greatest possible improvement within our means. It led to 
the offer of a greater variety of subject-courses, making possible 
specialisation of studies in ways appropriate to particular occupations 
and positions. And be it noted that, throughout, we kept on the 
Faculty representatives of bodies which were unwilling to enter 
into reciprocal agreements with us. We wanted their expert advice 
and we got it. For that we have always been grateful. 

We are not yet, I suppose we never shall be, satisfied with our 
courses, but by last year we had given sufficient evidence of capacity 
and performance to lead high officers of your Institute to seek an 
informal conference with representatives of the Faculty of Commerce. 
The discussion was frank and friendly. We found out how far 
our examinations marched together and where they diverged. We 
picked up valuable hints for the extension of one of our subsidiary 
courses, that in Organisation and Managerial Accounting. The final 
outcome is already known to you. Your Institute has agreed to 
collaborate with the University here, as it has done in the South, 
in a reasonable scheme of reciprocity which should encourage a 
proportion of its members to widen their education beyond what 
may, without disparagement, be called bread-and-butter needs, by 
seeking university degrees. 

This dull historical survey has probably been very boring to the 
younger members present, though I trust the older ones have found 
it to possess some interest for them. Now I am going to deal 
with the other points assigned to me for attention, and I hope they 
will have more general interest. 

2. That brings us to “Accountancy as a profession, in its relation 
to higher education.” Not being an accountant, I can speak with 
the confidence of ignorance. To begin with, I will assert without 
much fear of contradiction, that a diploma or a degree in Commerce 
from the University does not prove that the holder of it is a good 
accountant, even if he has selected and has passed in every available 
business subject. It does not even prove that he is a man of sound 
education. That looks as though I am fouling my own nest, doesn’t 
it? But I’m not. None of you would contend that every child who 
obtains a scholarship from a primary school, entitling him to free 
attendance at a secondary school, is, in the right meaning of the 
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word, a “scholar.” One might go further and express some doubt 
whether every scholarship holder ought, in his own interests, to 
go to a secondary school at all. I hazard the guess that modern 
psychological tests applied to a considerable number of them would 
show that they would be happier and more successful if they either 
went straight to work or entered upon some vocational training 
suited to their individual aptitudes. Such children may struggle 
through the Junior or even the Senior Public Examinations, our 
Northern equivalents of the Southern Intermediate and Leaving 
Examinations, and spend the next few years forgetting most of 
what they learnt in the process. They have not built their education 
into their active lives. 

And so I say that a graduate is not necessarily a man of sound 
education. He is only such if his education has become a part of 
him, and is quite naturally applied by him to the circumstances 
of his daily life. Proverbial wisdom is not always trustworthy, but 
there is a lot of wisdom in the saying that “The proof of the 
pudding is in the eating.” An examination, however skilfully devised 
and conducted, tests only the state of a candidate’s knowledge at 
the time of the examination. The real test comes later, when he 
is confronted with practical problems and responsibilities calling for 
qualities of insight, foresight, character, accuracy and decision as 
well as knowledge. Nor can the vastest book-learning stand as a 
complete substitute for wisely garnered experience. Mind you; one 
can make a fetish of experience. Neither length nor diversity of 
experience will convert an essentially routine accountant into a 
first-rate executive or consultant. It may or may not be true, to 
quote another dubious proverb, that “an ounce of experience is 
worth a pound of theory,” but there are not very many men with 
so wide and deep an experience of affairs that it will automatically 
serve every need no matter how grave and sudden the emergency. 
Theory is simply generalised experience. The successful man of 
business one sometimes meets who is proud of his lack of formal 
education, uses theory every day, but he doesn’t know it. He makes 
it up as he goes along by acutely summing up and classifying the 
results of his experience. He has probably been lucky in the choice 
of a form of business in which conditions are submissive to rule- 
of-thumb and relatively stable. Most people, exposed, perhaps, to 
greater and more various risks, need to extend their grasp of trends 
and influences b¢yond their own, necessarily limited, experience; and 
that is where organised study can help by bringing to their aid the 
condensed experience of many other men and by training them to 
see the problems of their own business in its true setting, as parts 
of the shifting pattern of a wider business. It is there that higher 
education can help the accountant who is willing and able to use it. 

It may be that I have been speaking as though I saw the accountant 
solely as a potential business executive. If it did, that would be 
an absurdity. For one thing, there aren’t enough jobs of that sort 
to go around among all those who have the native capacity to 
fill them. For another, and I regard this as more important, the 
community is going to demand higher and yet higher professional 
standards. The average, merely average engineer of to-day has to 
receive a training and to possess knowledge and skill which, if 
he had lived a couple of generations ago, would have placed him 
at the top of his profession. Similarly with doctors and dentists. 
New needs, new and more complicated situations arise in the business 
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world, and the skilled personnel of business has to extend its training 
to meet them. It was truly said during the world depression that 
man’s economic activity had outrun his capacity for management 
and organisation. The accountant, as such, need never be, though 
he often is, called upon to undertake management and organisation. 
His normal function is that of the critic combined with that of 
the analyst. But, even if his responsibilities go no further, his capacity 
in those respects is essential if the world is not to shrink and shudder 
under another similar catastrophe. He must be ready, indeed, to 
see even his subordinate task, should it happen to be such, as a 
vital part of something bigger. He will not do so, at least, he 
will not do so usefully, if he is not equipped to understand and to 
anticipate situations beyond the scope of his normal concerns. Of 
course, if he gets inflated ideas of his superiority to his employment, 
his employer will deflate him promptly enough, but the sensible man 
doesn’t go around cherishing the grievance that his directors won’t 
sack the general manager and give him the job. 

Another and almost contradictory point is this: If accountants 
who are unable to attain to positions of authority or independence 
are to be regarded, or to regard themselves, as just parts of the 
office staff, they will behave as such. Effort is spurred by hope 
and by interest. Both are promoted by pride in one’s calling. That 
pride is most secure which has the sure foundation of merit. It 
is precisely to establish that socially-valuable pride that bodies like 
your Institute try to build up a consciousness of profession among 
accountants, and to secure general recognition of professional standing. 
It is for that purpose that standards of training, education and 
experience are insisted upon and from time to time revised. It 
is for that purpose that your Institute encourages its members to 
carry their education further in certain respects than is strictly 
necessary for existing conditions. 

If that is reasonably true of the general run of accountants, it 
must be obviously true of those whom fortune or ability call to the 
higher positions. But I must pass on to the third and last of the 
points assigned to me for to-night. 

3. The Value of Accountancy in both normal and abnormal times. 

Really, this has been partly covered already, but it will do no 
harm to pause and ask ourselves what we regard as normal and 
what as abnormal times. I have an uneasy suspicion that there is 
danger in regarding any times as normal, except in retrospect. For 
the purposes of statistical comparison there must be a basic period, 
a standard set of conditions, but even so we are not always justified 
in concluding, from the fact that the figures of a certain business 
have been approximately stable over a certain period, that conditions 
affecting that business were similarly stable. The maintenance of a 
definite volume of trade or profit may represent either the missing 
of opportunities or the success of foresight and good management 
in avoiding participation in what otherwise could have been a general 
decline affecting the particular line of business. And as to business 
conditions in general; it is not to be taken as axiomatic that every 
type of business reacts to them in the same way. I am not going to 
develop this theme, for that would require quite a long lecture— 
and I haven’t prepared it and you haven’t met to listen to it. 

What I have in mind is that too much talk about normal and 
abnormal times breeds inertia and carelessness in business. It 
encourages the accountant to bury his nose in the ink of his books 
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and to fail to see the story for the writing. In the case of an 
accountant who is in a subordinate position it would be impolite to 
offer comments or suggestions to a superior whose transcendant 
wisdom and unrivalled experience lead him to require of his employees 
or subordinates simply the exact performance of a set task. In 
any case, there must be discipline, for business is based on intelligent 
anticipation, which is impossible without accurate records and 
systematic dissections and reviews. 

But, whether the accountant is in an inferior, a superior or an 
independent position, whether his work is of a routine character or 
such as to allow of considerable influence on policy, whether general 
business conditions are stable or uncertain, a firm will not get the 
best service from him unless his specialised skill is fully utilised, 
unless, in fact, he is used and treated as a professional man, whether 
he is a salaried employee or an independent practitioner. His position 
often resembles that of an assistant master in a school. If the 
headmaster treats his staff as hacks, hacks they will be; if he 
regards them as colleagues whose special gifts and training can 
help his school, he gets a new tone, a new efficiency, a new life 
in the school. However, to be able to assume that attitude, he 
must have a well-qualified staff to begin with. So in business, if 
the accountant is to pull his weight he must not only be encouraged 
to take a pride in his work, he must be able to do work justifying 
pride, the sort that does NOT go before a fall. 

Now you can’t learn the Art of Business at a University. That 
can be learnt only in business itself. I regret that I have to admit 
that some, fortunately only a very few, young graduates fail to 
realise that truth. They are disappointed when their promotion is 
not meteoric. If a cricket team needs an all-rounder, the fact 
that a man is a good batsman or a good bowler will not necessarily 
gain him a place. It is much the same in business. If a firm 
requires a good all-round man for a responsible position, the fact 
that an applicant won an honours degree in Economics will be 
liable to be brushed aside because he has not had the right amount 
or kind of business experience. Of course, if the firm wants an 
economic specialist, the position is different. Now economics is 
the science of business, but the actual conduct of business is an 
art in which the classified knowledge associated with that science 
is applied, whether it has been studied in a formal way or not. 
Other things being equal, an accountant is likely to be more useful, 
especially in an emergency, if he is equipped with a wide knowledge 
of the science as well as experience of the art. His attitude and 
his performances are more truly professional. He is apt to diagnose 
conditions more helpfully. He may be expected to give advice the 
more fruitful because it is not, so to speak, parochial. He sees 
the operations of a single business in a wider setting, and can discern 
snags and potholes in the path of its progress or a better line of 
country for that path to traverse. Our graduates have in their 
course of studies plenty of economics and of allied subjects, and 
they are encouraged to see business problems in their actual setting, 
a setting affected by political changes, local and international, as 
well as by changes in taste, transport, machinery and finance. If, 
then, they have in them the essential gifts of ability and character, 
which no university can confidently guarantee, they should after 
acquiring experience, be able by their proved worth to raise not 
only their own status but that of accountants in general. 
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When the times are uncertain, when credit is scarce and markets 
are inert, when great changes are pending and may suddenly disrupt 
the whole business structure, it is then that such men can steady 
the tottering fabric. More than that, given the chance, they can 
plan ahead to meet the shocks of extraordinary change. Post war 
planning is just as necessary in business as in such matters as, 
say, housing, land-utilisation and so forth. Generally speaking, if 
the accountant is not to do that planning, he must have a great 
share in it. The better trained he is and the wider his professional 
outlook, the better the planning and its execution will be. 

With that I conclude what, I fear, has been rather a rambling 
journey among generalities. My excuse is that the occasion seemed 
to demand it. Your Institute has come out in strong support of 
higher professional education. I think it did rightly, both from 
its own point of view and in that of the public interest. May I 
be permitted to wish its experiment every success. 





What Type of a Cost is Interest? 


By Lestie W. IRWIN, A.F.1.A., A.A.LS, 


The question as to whether interest is a cost of production or 
is a charge which may rightly be attributed to the managerial functions 
of an enterprise requires very careful consideration. 

Interest sets for the accountant many problems which have similar 
characteristics to depreciation, and many factors must be carefully con- 
sidered by the cost accountant. 

Consideration of some of these factors may be of interest, and 
they may be classified into the following elements :-— 


(1) Own or borrowed funds. 
(2) Operating or financial charges. 
(3) Inventory valuation. 


Own or BorroweD FunNDs 


This aspect of interest, resolves itself into two groups; firstly, 
whether it is payable upon the investments by shareholders, partners 
and others, and, secondly, the funds which are borrowed in the 
form of loans from persons willing to entrust their capital to the 
enterprise and management of others. 

To obtain the proper concept of these classifications we may 
think of capital, i.e., the funds used in a business to produce articles 
of commerce, as being derived from four principal sources :— 


(a) Long-Term Creditors: Those persons who have allowed the 
proprietors of the enterprise the use of their funds for a 
period of a year or more, either in the form of a direct loan, 
secured by debentures, mortgages, etc., or by accepting notes 
as a security for goods already supplied. 

(b) Short-Term Creditors are those who lend their funds for a 
short time and whose claims are usually unsecured. 

(c) Lessors: This class comprises those who lend assets in the 
form of buildings, machinery and other items to the proprietors 
in return for regular payments in the form of rent. 
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(d) Investors, Owners, Shareholders, and Partners who, anticipat- 
ing a return higher than the usual investment channels offer, 
are prepared to accept the risk of success or failure of an 
enterprise. 

From the point of view of the shareholders, investors, owners 
or partners, any surplus available, after satisfying the demands of 
the first three classes, is regarded or should be regarded as profit, 
or the return for their initiative in accepting the risks. 

Therefore, to charge interest on this class of capital investment 
as a cost, is making the shareholders and others, creditors of them- 
selves, and loading costs with a fictitious and unnecessary burden. 
For this reason, we should be prepared to use the interest figure 
only as a means of comparison, and even then we become confronted 
with what is an equitable rate to charge. 

If we fix four or five per cent. as being reasonable, why not 
charge eight or ten per cent.? Or should the rate vary with the 
market fluctuations from day to day? These problems suggest that 
we should consider the risks we took, not what our money would 
earn outside. 

OPERATING OR FINANCIAL CHARGES? 


It is recognised that interest payable to debenture holders, 
mortgagors and others, is a cost which a business is prepared to 
bear in order that it may have available increased capital, and 
consequent greater earning powers. 

This introduces to us the problem of whether we are to treat 
interest on this money as a financial cost, i.¢., a cost of management, 
or a cost incurred in the production of goods. 

For our purposes, financial costs are those which are of a managerial 
nature, and are chargeable out of gross profits, and not prior to its 
ascertainment. An example would be discounts allowable in return 
for prompt payments. 

Production costs are those concerned with the manufacture of 
goods and are exemplified in such costs as freight inwards, labour, etc. 

If a manufacturer purchases goods prior to the date upon which 
they are required for production, in order to take advantage of a 
favourable market, and utilises loan funds for this purpose, the 
procedure will necessitate incurring expenses usually connected with 
the storage of goods. Interest upon the funds so used would rightly 
be included, if storage were considered a separate function. This is 
not always so, as these form part of the cost of production. 

Thus we find that the works department is asked to bear costs 
incurred before goods are issued to them. 

From this it may be seen that interest upon the purchase of goods, 
or materials, may be of two kinds :— 

(1) It may be a managerial cost, incurred while the goods are 

in a store; and 

(2) It may be a charge to production after the goods have been 

issued from the store. 

While it may seem that this differentiation is “splitting hairs” its 
importance is illustrated later when we come to consider the third 
element—inventory valuation. 

Another matter having a bearing upon this question is the time 
element. Ultimately interest must be paid from the date of the 
loan until its repayment, irrespective of whether it is used managerially 
or productively, so that in the illustration above, this will determine 
the amount to be charged to the respective functions. If during the 
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time of the loan the money is used efficiently the business will gain, 
if it is wasted and allowed to lie idle, the business will lose. 

This leads us to the vexed question of the valuation of inventory 
for balance sheet purposes. 


INVENTORY VALUATION 

If work-in-progress, finished goods, and stocks-on-hand are to be 
valued at cost should such figures include managerial interest, and 
should production interest only be charged to the point of production? 

The inclusion of the former as part of the costs pre-supposes 
the sale of the goods, and the amount stated in the balance-sheet 
as being “at cost” is false. An analysis of these items will point 
out the falsity. 

Stocks-on-Hand: The valuation of this item at cost would 
be based upon the purchase price, plus any charges incurred 
in bringing the goods to the store. After this point has been 
reached any charges so incurred until the goods are issued, 
and any interest paid would represent a charge against gross 
profits, and is a financial expense. 

Work-in-Progress : The valuation of this item “at cost” includes 
all costs of production up to the stage of the production, and it 
would be correct to include interest only from the date of 
issue of materials to the present time, and such calculations 
should be made upon this basis. 

Finished Goods: This represents goods which have passed 
through all stages and are ready for sale; the valuation at this 
point does not include costs incurred in the distribution and 
selling of these goods, as no sale has yet taken place, therefore 
to include the managerial interest outlined above would falsify 
the figures of the balance sheet. 

No gross profits are available until such time as a sale is made, 
and the anticipation of part of the profits to the extent that interest 
has been included is contrary to recognised accountancy principles. 

The cost accountant who is interested in matching costs, would 
not consider charging this interest until such time as the gross 
profit became available. 

CoNCLUSION 

From the point of view of practical bookkeeping, this differentiation 
is academic, and has no value for commercial purposes, because of 
the apparent volume of clerical work which would be entailed, but 
to the cost accountant, who is seeking “pure costs” this aspect may 
be of vital interest in his concept of the cost of production. 
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Articles in Overseas Journals 
The Accountant 

December 14, 1940: Leading Article on Restricting Consumption. 

December 21, 1940: Leading Article on The War Damage Bill; Milk 
Distribution Costs, by R. F. Daly; Explanatory and Financial 
Memorandum of War Damage Bill. 

January 11, 1941: Preparation for War and Peace, by Professor J. H. 
Jones. 

January 18, 1941: Leading Article on War Damage: Rights and 
Liabilities of Landlords and Tenants; Exchange Control and 
Imports and Exports, by C. J. Shimmins; Fire Insurance, with 
special reference to War Risks, by G. W. Spiers. 

January 25, 1941: Leading Article on Accountants and Tax Avoidance 
by Settlements; Family Budgets and the Standard of Living; Con- 
tributed Article on Safeguarding Accounting Records. 

February 1, 1941: Leading Article on The War Damage Bill; Sub- 
versive Activities, by Professor J. H. Jones. 

February 8, 1941: Leading Article on Purchase Tax in Accounts; 
Duties of Company Secretaries under the Defence (Finance) Regu- 
lations, by C. J. Shimmins. 

February 15, 1941: Leading Article on Auditing and the War; A 
Fragment on Education, by Professor J. H. Jones; Contributed 
Article on What is “Cost of Living’? 

February 22, 1941: Leading Article on Agent’s Commission : Contract 
Not Completed; Introduction to the Study of Costing for Shoe 
Production—1, by D. Veale; Amendments to the War Damage Bill. 

The Canadian Chartered Accountant 

February, 1941: Grain Hedging and Speculation, by W. H. Gray; 
Income and Cost Adjustments, by C. B. Wade. 

March, 1941: Pooling Returns from the Sale of Agricultural Products, 
by W. F. Shown; The Source and Application of Funds Statement, 
by J. D. Campbell. 

The Journal of Accountancy 

February, 1941: Accounting Principles and Regulatory Expediency, 
by G. O. May; Engagement of Auditors for Governmental Bodies, 
being a Statement by the Special Committee on Governmental 
Accounting of the American Institute of Accountants ; Organization 
of Audit Working Papers, by B. Neuwirth. 

March, 1941:,On the Understanding of Accounting, by J. L. Dohr; 
The Increasing Hazards in the Practice of Accountancy, by A. L. 
Blume; Clients’ Written Representations regarding Inventories, 
Liabilities and Other Matters, being a Statement by the American 
Institute of Accountants Committee on Auditing Procedure. 
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